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I 


Proressor Piaou’s article on Wage Policy and Unemploy- 
ment 1 raised an issue of immediate practical, as well as theoretical, 
interest. It was directed mainly to an examination of the 
theoretical possibilities of relieving unemployment, without 
reducing wages, by means of protective duties or subsidies; but 
the occasion of the investigation was the abnormal unemploy- 
ment from which British industry has suffered since 1921. This 
abnormal unemployment, which he suggested might amount to 
5 per cent., Professor Pigou attributed to the maintenance of 
wages at too high a level. He referred to one other possible 
cause, maldistribution of labour, due to expansion during the 
war of industries producing munitions; but he referred to it 
only to dismiss it—‘‘ had this been a dominant factor . .. we 
should have expected to find a marked shortage of labour in 
important groups of industries to balance the excess in engineer- 
ing, shipbuilding and so on; and of such marked shortage there 
is no sign.” He cited and supplemented M. Ruefi’s figures of 
the correlation between real wages and unemployment, but 
based his conclusions on more general considerations. He 
expressly guarded himself against the practical inference that 
wage rates must be reduced and against the assumption that 
wages in all industries are “ too high ”’; so that Professor Pigou’s 
authority cannot be used by employers in any of the current 
wage negotiations. 

With these qualifications the broad conclusion, that full 
employment is impossible under existing circumstances with the 
present rates of wages, is probably unavoidable. At the same 
time the relation between wage rates and employment is so far 
from simple that some further discussion of the question may be 
permitted. Professor Pigou’s argument suggests three com- 
ments. In the first place, it might be taken to imply that an 

1 Economic JOURNAL, Sept., 1927, pp. 355-68. 
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uneconomically high level of wage rates and an ill-adjusted 
distribution of labour are the only possible causes of the present 
abnormal unemployment. In the second place, by taking account 
only of the relations of ‘‘ the general body of wage rates,” the 
“rough average”’ of wage rates, “the general level of wage 
rates’ with the percentage of unemployment in industry as a 
whole, the argument gives inadequate consideration to the 
alternative, ill-adjusted distribution of labour, that it dismisses. 
In the third place, since the distribution of labour has an important 
influence on the productivity of industry, and therefore helps to 
determine the wage economically possible, it is not easy to 
separate the two and to treat the wage level and the maldistribu- 
tion of labour as independent factors in the causation of unem- 
ployment; if labour is ill-distributed, production per head will 
be low and the average wage compatible with full employment 
will be low; if labour is ideally distributed, production per head 
will be high, and the average wage compatible with full employ- 
ment will be high. I will elaborate briefly these three comments 


in the following sections. 


II 


Since it was not the primary object of Professor Pigou’s 
article to analyse the post-war problem of unemployment, the 
omission of any reference to causes other than those mentioned 
was quite defensible. In actual wage negotiations, however, the 
representatives of the wage-earners have usually a good deal to 
say about causes of unemployment other than “ high” wages. 
The level of wages affects employment by affecting costs, and the 
present average level is alleged to be “too high,” because it is 
higher than before the war while production per head has declined. 
But wages are not the only element in the costs of, industries 
suffering from unemployment that has risen disproportionately. 
In some industries capital charges have increased disproportion- 
ately, and, although capital is being written down and obligations 
liquidated, or high charges incurred in 1920 and 1921 are being 
replaced by loans at lower rates of interest, the burden is still 
probably heavier than before the war. In the section of the 
Cotton Spinning industry that was recapitalised in 1919 and 
1920, loan charges require in the aggregate a sum at least three 
times as great as the aggregate distribution of profits in a pre-war 
year. Credit again costs more than before the war, and many 
firms are paying interest, in pounds worth fourteen and sixpence 
in pre-war money, on overdrafts incurred when the pound was 
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worth only eight pre-war shillings. A considerable enhancement 
of costs is due to the policy of restriction of output, by short 
time and other methods, that has been adopted in some industries 
to keep up prices during the depression. The war encouraged 
monopolistic combination, and war and post-war profits strength- 
ened combinations that were in existence before; some of these 
combinations are accused of increasing costs by charging dis- 
proportionately for their part in the making of a product that 
involves the co-operation of several industries. High direct 
taxation may have an influence, even if it is impossible to “‘ put 
income tax on to prices,” by deterring business-men from under- 
taking deals which do not show a reasonable prospect of a margin 
of profit higher than was required to tempt them before the 
war. Taxation is an undoubted addition to costs and check to 
- employment when it is imposed as a charge on industry, to be 
borne whether the enterprise yields a profit or incurs a loss, as 
the greater part of the cost of relieving unemployment is imposed 
in the form of contributions to the unemployment insurance 
fund and local rates. In very few industries is it clear that a 
reduction in wages would by itself do much to stimulate employ- 
ment; and, while an all-round or average reduction might have 
a certain and predictable effect, organised labour will resist any 
reduction so long as it can point to other costs that have risen 
proportionately more than, or as much as, labour costs. 

It may be argued that other influences, so far as they affect 
employment, affect it by reducing the rates of wages that are 
economically possible so long as their operation is unchecked, 
and that it is therefore unnecessary to consider them separately 
in an examination of the relation of wages and unemployment. 
Some reference to them is, however, necessary, since, as Professor 
Pigou points out in the special case of the slump of 1920-1, the 
** uneconomical ”’ level of wages may be “ predominantly an 
effect, just as the growth in unemployment was an effect, of the 
general causes lying behind the slump.” And practically it is 
important to bring this out, because the acceptance of “ high ”’ 
wages as the sufficient cause leads to a policy of holding wages 
down and waiting for the post-war problem of unemployment, 
** so to speak, to solve itself’; whereas, if it be recognised that 
the ‘‘ uneconomical ”’ character of existing wages, which are in 
themselves low, is itself an effect of other causes, we shall be 
forced to investigate those other causes before we acquiesce in 
the present level of wages in the depressed industries. 


B2 








4 THE ECONOMIC JOURNAL [MARCH 


III 


The extent and influence of the maldistribution of labour 
caused by the war can be realised only if a more detailed com- 
parison of wage rates and unemployment is made than Professor 
Pigou found necessary for his limited purposes. The indices he 
uses, Professor Bowley’s index of weekly wage rates and the 
trade union unemployment percentage, are very differently 
weighted. The engineering, shipbuilding group of industries 
(which Professor Pigou notes as exceptional) has a weight of 
only one part in nine in the wage index, but of seven parts in 
sixteen in the unemployment index; the exact significance of 
any correlation observed requires, therefore, an examination of 
the components of the two indices. Again, both indices are 
averages of widely divergent series. Weekly wage rates in 
September last, according to the Ministry of Labour calculations, 
ranged from 120 per cent. of the 1914 figure in the case of Iron 
and Steel workers in South Wales to 245 per cent. of 1914 in the 
cose of Railway Porters. A general unemployment percentage 
ai the same date of 9-3 per cent. was the resultant of rates vary- 
ing from 32-4 per cent. in Tin Plate to 1-2 per cent. in Slate 
Quarrying. Coal, with earnings averaging 52 per cent. above 
1914, accounted for nearly a quarter of the unemployment in 
Great Britain in September 1927, while in September 1923, with 
earnings 10 per cent. higher for a week 12 per cent. shorter, it 
accounted for less than 3 per cent. of the unemployed; on the 
other hand, General Engineering, with skilled rates 42 to 45 per 
cent. above pre-war in 1923 showed 137,000 unemployed, while 
in 1927 rates were rather higher at 48 or 49 per cent. and the 
number of unemployed down to 60,000. It is possible, therefore, 
that a rise in the general wage index might be accompanied by 
a fall in the general unemployment index as a result of a shifting 
of labour, which made it possible to raise wage rates in the 
industries from which the shift took place more than it was 
necessary to reduce wages in the industries into which labour 
moved; this, in fact, as will appear later, is what is happening. 

A high average wage level may be causally connected with a 
high percentage of unemployment in industry in three ways : 


1. All or most of the wage rates may be “ too high,” having 
moved up together, or stayed up together when prices fell, thus 
causing generally diffused unemployment in industry. 

2. Some wage rates may be “ too high,” thus causing in the 
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industries in which they have to be paid the bulk of the unem- 
ployment in the country. 

3. Some wage rates may be “ too high,” not in the sense that 
they cause unemployment in the industries in which they have 
to be paid, but in the sense that they involve a level of charges 
to other industries, that depend on them for services or products, 
so high that unemployment is caused in these othe - irdustries. 


The following table gives the Ministry of Labour’s estimate 
of wage levels for industry as a whole and for certain industries 
separately, and the unemployment percentage similarly for 
industry as a whole and for the selected industries; the industries 
selected are those in which material for the comparison is 
available. 








‘ Percentage of 
Wwasile oh Insured Persons 
Wages : Sept. 1927 unemployed : Great 
as percentage of Britain and North 
‘Aug. 1914 Ireland : Sept. 26, 

8 , 1927. 
All trades J ; d i 170-175 9-3 
Building . ‘ ‘ ‘ ‘ 197 9-1 
Coal (earnings) . i 152 19-1 
Engineering: skilled : 2 149 10-0! 

me labourer. Z 182 
Shipbuilding: shipwright . 135 21:8 
a labourer . 168 

Electrical Installation - 191 5-7 
Iron and Steel . : - x 120-170 11-8-32-4 
Cotton . ‘ . 7 ‘ 161 9-3 
Wool Textile . 5 . 180-190 8-2 
Hosiery (Midlands) . : “ 158} 5-7 
Boot and Shoe ‘ : : 200 8-2 
Railway Service , : : 200-245 4:6 
Docks, etc. P . . 190-240 22-1 
Printing : compositor . : 207 4:3 
Furniture : cabinet-maker ; 184 4:5 
Baking . - - ; : 214 6-0 
Pottery . ; : ; : 150-161} 12-3 
Heavy Chemicals. . . 205-215 6-2 2 











1 ** General Enginéering : Iron- and Steel-founding.” 
2 Average of ‘“‘ Chemicals Manufacture ” and ‘“‘ Explosives.” 


It is apparent at once that the present relation between wage 
rates and unemployment approximates to the second case we 
distinguished rather than to the first. There is general unem- 
ployment; but it is least where wage rates are highest by com- 
parison with the 1914 standard, and worst where wage rates are 
lowest. With only two exceptions in the table an unemploy- 
ment percentage above the average is associated with a wage 
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level below the average, or vice versa. Moreover, although there 
is general unemployment, there is a noticeable concentration of 
unemployed in a limited group of industries. Coal, Iron and 
Steel, Shipbuilding, General and Marine Engineering, with less 
than a fifth of the insured population in them, account for over 
a third of the unemployed ; add Docks, Shipping, and the principal 
Textile industries, and the proportion of the insured population 
is only 30 per cent., but the proportion of unemployed over 
half. 

By itself this unequal distribution of unemployed among 
industries would be consistent with the hypothesis that “ high” 
wages are the sole or chief cause of the present unemployment. 
Before the war the constructional and equipment industries, 
which are the chief members of the depressed group now, were 
usually more intensely affected by trade depression than were 
other industries. And the absolute level of unemployment in 
the less depressed industries now is high by comparison with 
pre-war experience. It is the association of low wage levels and 
high unemployment percentages that is significant, and that 
makes it difficult to accept the hypothesis that high wages rather 
than maldistribution are the explanation. 

Before the war wage levels were adjusted, not only to the 
openings for employment, but also to the different degrees of 
skill and responsibility involved in different tasks. The adjust- 
ment was very rough; but a marked divergence of wage rates 
from what may perhaps be called skill parities would have pro- 
voked a movement of labour that would correct that divergence. 
Wages tended to be “fair” in the special sense which Marshall 
gave to that epithet,1 because that was involved in the broad 
adjustment to conditions of supply as well as demand which, as 
Professor Pigou points out, wage rates attained. But that 
adjustment has been lost; the pre-war relation between rates of 
wages and levels of skill has been dislocated. Not only are the 
rates of fi‘ter. and miners too high to permit the employment of 
all the fitters and miners seeking work; they are too low to 
afferd the fitters and miners who are in work an income “ on a 
levei with the payment made for tasks in other trades which 
are of equal ditfiivultw and disagreeableness, which require equally 
rare natural abilities and an equally expensive training.” If 
then “‘ fair wages” are, as Professor Pigou has explained,? “a 
necessary correlate of . . . the ideal distribution of labour,” the 
present divergences from “fairness” are proof of a bad dis- 


1 Cf. Pigou, Economics of Welfare, p. 520. 2 Loc. cit. 
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tribution of labour. If there were no unemployment, the diverg- 
ence of wage rates from pre-war skill parities would point to an 
uneconomic distribution of labour; if there were no such diverg- 
ence of wage rates, but a concentration of unemployment in a 
limited group of industries employing a minority of the workers 
of the country, we should again suspect an uneconomic dis- 
tribution of labour; when we find exceptional unemployment in 
conjunction with, and in spite of, exceptional reductions in real 
wages, do we need further evidence of maldistribution of labour ? 
Labour is crowded into occupations in which it yields only a 
low economic return, while in other occupations in which it 
would yield a higher return, employment is restricted. 

We are confirmed in this conclusion if we glance at the par- 
ticular circumstances of the industries which account for most 
unemployment. The Iron and Steel, General Engineering and 
Shipbuilding group had at the time of the last count an insured 
population of 1,100,000, of whom 152,000, or 13-8 per cent., 
were unemployed. The influence of war-induced éxpansion is 
clear enough here. Between the two censuses of 1911 and 1921 
the group in which these industries fall increased by 40 per cent. ; 
four-fifths of the entire increase in the occupied male population 
was in this group. Not only did the war, by directing such a 
disproportionate number of the new recruits to industry into this 
group, create an inevitable problem of unemployment when the 
war should end, but, by inducing a similar expansion in other 
countries, it aggravated the effects of overcrowding, forcing 
down prices and with them wages. The influence of the war in 
the Coal-mining industry, which in July had an insured popula- 
tion of 1,198,800 and accounted for nearly a quarter of all the 
unemployed, is less obvious but none the less real. It took the 
form of checking for six years the necessary adjustment of the 
industry to technical changes in other industries, which reduced 
the demand for coal, and to exhaustion of pits, which called for 
the transfer of workers to expanding fields or to other industries. 
Even before the war the growth of the industry was due to the 
continuous opening up of new pits rather than, as in other 
industries, to the expansion of existing concerns; at the end of 
the post-we: boom the industry found itself faced with the 
necessity suddenly of adjusting itself to six years’ accumulation 
of economic change. The transient prosperity caused by the 
closing of the Ruhr pits during the French occupation and the 
grant of a subsidy in 1925 and 1926 encouraged the industry to 
defer the unpleasant business of facing the new situation. The 
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loss inflicted by the war on the two great textile industries was 
rather different in kind. By interrupting their connection with 
their export markets it gave an opportunity for local manufac- 
tures and other exporting countries to establish themselves in 
what had been predominantly or exclusively British markets ; 
the post-war depreciation of the exchanges of competing countries 
and the appreciation of sterling have hampered British exporters 
in such attempts as they have made to recover lost markets, and 
a contraction of volume appears to be inevitable. 

There are large numbers of unemployed in certain industries, 
however, in which wage rates are relatively high, the largest 
group being in Docks and Building. Maldistribution of labour 
would appear to be the underlying cause in these industries also. 
Docks have for generations been the chief centres of casual employ- 
ment, a system that, quite irrespective of wage rates, attracts and 
holds more workers than can be given employment. In the case 
of Building, the limits to the employment of other workers are 
set by the supply of bricklayers for outside work and of plasterers 
for inside work. In July last, while the percentage of unem- 
ployment for the industry as a whole was 6-8, for bricklayers and 
plasterers it was only 1-6 and 1-5 respectively. 

There is a possibility still to be examined, that wage rates 
in some industries by imposing an undue burden on other indus- 
tries may cause unemployment in these. The direct effect of 
such high rates cannot be great. Among the industries in which 
wages have advanced most, Printing, Boots and Shoes, Baking, 
Heavy Chemicals, do not contribute a large proportion to the 
expenses of the depressed industries; so far as it lies at all, the 
charge must lie against the Transport industries, especially Rail- 
ways, Coal, as the chief source of power, and Local and Central 
Government as the source of rates and taxes. Now railway 
wages have gone up much more than railway receipts, which on 
the average of the four years since the present groups were 
constituted are only 52 per cent. above 1913, considerably less 
than the rise in wages. It follows that the higher wages are 
paid at the expense of the shareholders rather than the railway 
users, and any reduction in them would be for the benefit of the 
shareholders, since the railways have so far not earned the 
restricted standard revenue to which the Railway Act of 1921 
entitles them. Coal prices are much below the average of prices, 
as are miners’ wages below the average of wages; the miner 
has made a larger concession to reduce the costs of other industries 
than any other class—some of the benefit of which goes to the 
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foreign competitors of British industry—and could make a further 
concession only by accepting a rate of wages out of all relation 
to the nature of his work. There remains the burden of rates 
and taxes. This is heavy, but is attributable rather to new 
functions imposed by Parliament on Central and Local Authorities 
than to high rates of pay for public servants. The disparity of 
payment in different occupations is a factor in causing industrial 
unrest; but it is only one among a large number of factors that 
tend to make manufacturing costs in the export industries high. 

I conclude that so far as “ high wages ” are the explanation 
of the present unemployment, it is the low wage rates of the 
depressed industries that are ‘“ too high,” not the high wages 
of the prosperous industries. 

It remains to consider Professor Pigou’s reason for rejecting 
maldistribution as the explanation of the present unemployment ; 
that excess in one industry would have been balanced by shortage 
in others, and of such shortage there is no sign. It is not clear 
what sign is expected. Overtime, unlike short time, is not 
registered; but some overtime is being worked. Employment 
Exchanges are unable to fill all the vacancies notified by em- 
ployers, though they fill eight out of nine as compared with 
four out of five in the two pre-war years. There are striking 
variations in the extent of unemployment in the different Ex- 
change Divisions, varying in July from 4 per cent. in the South- 
Eastern to 19-2 per cent. in Wales. Even General Engineering 
had an unemployment percentage of under 5 in London and the 
two Southern Divisions taken together. The “ marked shortage ”’ 
of bricklayers and plasterers has been referred to. It should be 
remembered that before the war a general unemployment per- 
centage of 2 was not abnormal in times of boom, when all indus- 
tries were crying out for labour. Such indications of unsatisfied 
demands for labour are, however, exceptional; unemployment 
is not confined to the overcrowded industries. At the same time 
it does not seem to be correct to say, as Professor Pigou says, 
“‘ We are not entitled to presume that, in the absence of any other 
change, a mere shifting of workpeople away from the war-swollen 
industries would have enabled any large number of them to find 
work.” Such a shift is actually taking place on a large scale, 
and has already relieved unemployment to a marked degree, 
without any general reduction in wage rates. This movement is 
indicated in the following table, based on the fuller tables of 
numbers insured and unemployed in the Ministry of Labour Gazette 
for November 1923 and November 1927. 
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Expanding Industries 

















Increase, Unemployment 
July 1923—July 1927. Percentage, 
No. %. July 1923. | July 1927. 

Distributive Trades. . | 327,090 26-1 6-2 4:4 
Building and Contracting .| 173,200 20-5 13-1 8-5 
Road Transport . : ‘ 49,840 19-4 11-2 9-3 
Motor Manufacture, eto. ; 41,030 21-4 9-6 7-9 
Brick, Cement, etc. . ; 35,680 40-5 8-9 4:9 
Printing, etc. ‘ r F 28,770 12-6 5:6 4:3 
Furniture . ; , . 20,390 21-7 7-7 4-6 
Shipping, ete. . : ‘ 18,730 12-3 18-6 14-3 
Electrical Engineering . ‘ 18,340 30-1 7-2 4:8 
Artificial Silk, etc. ‘ : 17,770 47-6 6-7 6-6 
Allexpanding . ; : 874,740 17-4 

















Contracting Industries 














Decrease, Unemployment 
July 1923—July 1927. Percentage, 
No. %. July 1923.) July 1927. 

General Engineering . ; 66,560 10-0 20:3 9-2 
Shipbuilding ‘ : ; 53,940 20-0 43-2 22:3 
Coal . : . . : 44,590 3-6 3-0 21-5 
Woollen and Worsted . . 20,240 7-5 9-3 9-5 
Iron and Steel . : ‘ 16,440 7:8 20-8 18-2 
Baking, etc. : - . 12,830 8-0 10-0 5-5 
Dress and Mantle é s 11,420 9-7 6-3 4-0 
Canal, Docks, etc. . ‘ 10,110 5-3 27-1 22-0 
Chemicals . ; m : 8,590 8-3 11-6 6-2 
Marine Engineering . ‘ 8,410 12:8 22-3 13-2 
Allcontracting . 7 . 304,120 7:3 

















Note.—The total insured population increased between July 1923 and July 
1927 by 372,800, or 3-2 per cent. The general unemployment percentage fell 
between the same two dates from 11:5 to 9-2. 


Doubtless cther influences have been at work!; but, as 
between wage adjustments and shifting of labour from war- 


swollen industries, it is the latter that appears to have influenced 
employment the more. 


IV 


If we are right in thinking maldistribution of labour the 
principal influence in causing the present unemployment, then 
it is not possible to say definitely either that the general or 


1 Cf. Report of International Economic Conference, Intro. § 5. 
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average level of wages is “ too high” or that it is lower than it 
ought to be. The distribution of labour not only explains 
divergences between wage rates in different industries; it also 
affects the general or average level, since it is an important 
factor in determining the productivity of industry as a whole. 
If labour is ill-distributed, as shown by the divergence of wages 
rates from “ fair wages,”’ then production will be down, and the 
average level of wages compatible with full employment will be 
low. 

A better distribution of labour, even if it brought down wages 
in some high-rated occupations, might so increase production 
that the average of wage rates would be raised; it would have 
this effect, since it would bring about something approximating 
more closely to an equi-marginal application of labour resources 
to different uses. Of course such a redistribution might be 
effected and still leave a large proportion of the working popula- 
tion unemployed, because the new wage rates established were 
all a little too high to permit full employment of the population 
of a single country in a world economy; but for any given volume 
of employment a redistribution in accordance with the principle 
of equi-marginal application of resources would permit a higher 
average wage rate than the present, and conversely such a 
redistribution would permit a larger volume of employment at 
the present average wage. The test and sign of such a redis- 
tribution will be the elimination of the present divergence of 
wage rates from skill and responsibility differences; on the other 
hand, any increase in these divergences, whether by further 
reduction of such low rates as rule in mining or raising of such 
high rates as rule in building, must have the effect of exaggerating 
the maldistribution, in the one case by making possible the 
retention in an industry of labour in excess of the amount it can 
employ at a “ fair”’ wage, in the other by opposing an obstacle 
to the absorption of all the labour that the industry might employ 
at a “fair” wage. There may be cases in which a temporary 
reduction in wage rates may be justified in preference to increas- 
ing unemployment, to tide over a purely temporary emergency ; 
but the purely temporary nature of the emergency must be 
demonstrated before any attention is paid to this plea. 

The interdependence of wages and the distribution of labour 
affects our problem in another way. The present divergence of 
wage rates from the scale that skill and responsibility would 
dictate is as striking a change from pre-war conditions as is the 
present unemployment. Before the war such a divergence was 
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exceptional and usually temporary, because a continuous redis- 
tribution of labour among the industries of the country was 
constantly going on. The importance of this movement is 
brought out by a comparison between the movement of average 
wage rates making no allowance for numbers receiving the 
different rates, and the movement of average wage rates when 
allowance is made for changes in numbers; Mr. G. H. Wood’s 
index shows an increase of only 15 per cent. between 1880 and 
1910 for the former, of 27 per cent. for the latter. Workers 
must have cleared out of declining and low-wage industries and 
diverted their children from them, while they pressed into the 
higher-paid occupations. This spontaneous redistribution since 
the war has been insufficient to maintain the connection between 
wage rates and degrees of skill, which existed before the war 
and will have to be restored again before industrial stability can 
be achieved. There has been a considerable efflux from the 
depressed industries; but not on a scale sufficient to force up 
wage rates in these industries themselves and to force wage rates 
down in the industries into which (so far as they have not 
emigrated) they must have found their way. The dpressed 
industries are still overcrowded, as is shown by the concentration 
of the unemployed in them; they are still relatively underpaid, 
even at rates of pay that involve a high degree of unemploy- 
ment. 

There has been a great deal of movement, but less perhaps 
than there would have been if rights of benefit under the Unem- 
ployment Insurance scheme had not been continuously extended. 
The scheme has operated to check migration more particularly 
by encouraging organised short time; instead of employment 
being concentrated on a limited number of full-time workers, 
the rest being totally unemployed and thereby encouraged to 
leave the industry, the available work is spread by a system of 
alternating shifts, in which the workers take turns to work and 
to receive unemployment benefit ; so that the industry is enabled 
at the expense of the Insurance Fund to retain the services of 
twice as many workers as it can give full employment to. 

In these circumstances the divergence of wage rates in 
different industries is necessary to induce labour to move from 
the depressed to the expanding industries; and this makes it 
difficult to accept an incidental suggestion of Professor Pigou’s. 
In explaining that in attributing unemployment to the high wage 
level he does not mean that all wages are “‘ too high,” he suggests 
that unemployment might be relieved by reducing rates in 
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certain sheltered ‘ndustries; ‘‘it might well happen that the 
sheltered industries would absorb, not only their own unemployed, 
but—after a transitional adjustment—the unemployed of the 
unsheltered industries also.” Now there may be “ high wage ”’ 
industries in which a reduction in wages would expand employ- 
ment, but certainly there are some in which reduction would 
not necessarily have this effect. There are, first, the industries 
in which the demand for labour is inelastic. The railway com- 
panies have been trying for years both to reduce their staffs and 
to reduce their wage bills; the size of a railway’s staff is largely 
independent of the volume of traffic; the volume of traffic is 
determined largely by other factors than railway charges, and 
railway charges do not depend wholly on railway wages; while a 
reduction in railway wages might have some effect on employ- 
ment in other industries, it is unlikely that it would have much 
on the railways themselves. Similarly it is difficult to see any 
very direct dependence of employment upon rates of pay in the 
case of the Dock industry or Local Government. There are, 
second, the industries in which the demand for labour is ele «tic, 
but in which the check to expansion is some factor other tnan 
the rate of wages. In the Building industry, for example, the 
rate of expansion has been limited by the scarcity of bricklayers 
and plasterers. The demand for houses, and therefore for building 
labour, would expand if building costs were lower; but it is 
doubtful whether the supply of houses could expand more rapidly. 
High wages have been no obstacle to the employment of the 
scarce craftsmen; the chief reason why more of them have not 
been employed is that it takes time to train them. There remains 
the class of industry in which wages are “ high ”’ and no other 
obstacle to expansion exists; in these the lowering of wage rates 
to the level of rates in the depressed unsheltered trades would 
lessen the attractiveness of the expanding industries and check 
the movement of labour to them. Why should a Tyneside fitter 
go to the trouble and expense of moving his household to Coventry 
if his wages in a motor works will be no higher than they were 
in a shipyard ? 


V 


To sum up; the connection between wage levels and unem- 
ployment is complicated by a number of other factors which 
differentiate the post-war from the pre-war industrial situation, 
and render it a dangerous abstraction to isolate one factor and 
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attribute to it the whole of the present abnormal unemployment. 
The maldistribution of labour brought about by the war is a 
more important cause of unemployment, the influence of which 
has been limited by the lowering of wage rates in the overcrowded 
industries and is being reduced by a fairly rapid spontaneous 
redistribution of labour. And the same factor in the problem, 
the uneconomical distribution of labour, so affects the pro- 
ductivity of industry that it reduces the average wage that can 
be paid without causing unemployment. Some of the material 
cited has a bearing also on the problem of subsidies and their 
effect, to which in conclusion a reference may be made. 

Whatever may be the process by which it is being done— 
and the theory of employment is perhaps as difficult a branch 
of Economics as the theory of unemployment—there seems no 
doubt that the population in excess of requirements in the 
depressed industries is finding employment elsewhere. The 
unemployment situation is not stationary. A comparison 
between the two years 1923 and 1927, neither of which was 
disturbed by coal stoppage or important monetary change, shows 
a reduction in unemployment from 11-7 per cent. (average of 
year) to 9-7 per cent., and an increase in the absolute number of 
employed in the insured industries of 3-2 per cent. This reduc- 
tion of unemployment has been associated not with a fall, but 
with a slight rise in real wage rates; it is due no doubt in part 
to the influence of new savings and increased efficiency, to which 
Professor Pigou refers, but much more to the shift of labour 
indicated above. While the circumstances are in many respects 
different, the rapid recovery of American industry since 1920 
may be referred to as a parallel movement, since it has been 
associated with a continuous and great rise in real wages. 

It is, however, impossible to find out from the figures, at our 
disposal whether the power of absorption shown by industry as a 
whole, even at the present average level of wage rates, is inherent 
in industry, or attributable mainly or entirely to the action of 
Governments in stimulating the development of selected industries 
by protective tariffs and subsidies. The chief index of expansion 
that we have, the growth in the numbers insured in different 
industries under the Unemployment Insurance Acts, is consistent 
with the influence of this factor. To protection may be attribut- 
able a part, at any rate, of the increase by 47-6 per cent. between 
1923 and 1927, in the numbers employed in Silk and Artificial 
Silk, by 21-4 per cent. in the Motor industry, by 38-1 per cent. 
in the manufacture of Scientific and Photographic Instruments. 
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The Housing subsidies show their influence not only in a 20-5 
per cent. expansion of the Building and Contracting industry, 
but also indirectly in the even greater expansion of the building 
material industries, Furniture and Upholstering, Electric Wiring, 
Heating and Ventilating Engineering, Wall-paper Manufacture 
and Paint and Varnish Manufacture. The vast expenditure of 
public funds upon road improvement, coupled with the develop- 
ment of Housing, similarly helps to explain the expansion of 
Road Transport and Constructional Engineering. At the same 
time it is highly improbable that none of this expansion would 
have taken place without Government help. Messrs. Courtauld’s 
profits probably had an influence in stimulating enterprise in the 
Artificial Silk industry not less than the protective tariff. Houses 
were needed, and would have been built in large numbers without 
any subsidy. The Motor industry expanded as rapidly in the 
interval during which it was unprotected as before and after. 
The Distributive Trades, Electrical Engineering and other smaller 
industries have expanded without assistance. The large Coal 
Subsidy probably prevented a necessary contraction in the Coal- 
mining industry from coming so soon or going so far as it is likely 
to do, but it could not prevent a 10 per cent. contraction in the 
twelve months after it ended. 

For another reason the recorded growth of the protected and 
subsidised industries is indecisive. Our index records only the 
primary effect (if it is the effect) of Government action; it gives 
ne indication of the secondary and indirect effects. We should 
expect that partial protection, by obstructing the imports with 
which foreigners purchase our exports, would have an unfavour- 
able reaction on export industries. In fact unemployment and 
depression are most marked in the chief export industries. Sub- 
sidies have to be paid by someone; the cost of the subsidies to 
expanding industries may be a partial explanation of the diffi- 
culties of the industries that are contracting employment. Cer- 
tainly the various protectionist expedients and subsidies were 
not introduced as parts of a considered and co-ordinated policy 
of post-war reconstruction. If, as Professor Pigou suggests, such 
a policy is beyond the capacity of any Government the country 
is likely to get, it would be safer to confine Government inter- 
vention to the negative policy of relieving industry of burdens 
that press with different weight on different industries, and 
removing obstacles to the spontaneous re-orientation of industry 
and redistribution of labour that is all the time going on. 
Henry CuLay 











THE ECONOMIC EFFECTS OF ADVERTISEMENT 


THE costs of production may be divided into two parts; 
namely, the costs of manufacture and the costs of selling. Under 
modern conditions many, and probably the majority of, goods 
cost as much to market as they do to manufacture; while in some 
cases selling costs amount to as much as three, four, or even five 
times the cost of manufacture. These selling costs are made up 
of the expenses of all middlemen and of those expenses which the 
producer incurs, over and above the cost of manufacture, in the 
process of selling his goods. Now certain of these costs are 
expenses inevitable to the transfer of commodities from producer 
to consumer. They represent additional services rendered in 
making the goods accessible to the retail buyer : the goods would 
not be forthcoming in the form and at the places desired by the 
consumer unless the price paid by him was sufficient to cover 
these costs. They form part of what may be called the “true 
supply price” of the commodity. Such “true” selling costs 
may be divided into four groups: (1) the costs of transport, (2) 
the costs of preparation, sorting and grading, (3) the costs of 
holding, and (4) the cost of information or getting into touch with 
buyers. 

(1) Costs of transport are a necessary consequence of specialised 
and large-scale production. 

(2) The necessity of packing, sorting and grading arises from 
the fact that goods are produced in bulk, and must be divided up 
into small parcels suited to the needs of consumers. Goods 
which are distributed through wholesalers and retailers may be 
sorted, packed and divided into smaller lots three or more times 
before they reach the consumer. Some goods, especially perish- 
able commodities, have to be graded and further prepared by one 
or more of the distributors before they are ready for sale to the 


consumers. 
(3) The costs of holding include the cost of warehousing, the 
cost of financing stocks and the cost of risk-bearing. Their 
amount is determined partly by the bulk, value and durability 
of the commodities and partly by the length of the holding period. 
This period (which elapses between completion at the factory and 
sale to the ultimate consumer) varies greatly with different 
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commodities. Its duration is largely determined by the degrees 
of irregularity in the supply and demand for the commodity, since 
irregularity in either of these factors necessitates the holding 
of reserve supplies. Partly it is determined by the extent to 
which traders succeed in securing rapidity of turnover without 
thereby sacrificing volume of turnover. 

(4) The cost of bringing buyer and seller together, or the cost 
of information, is that which has to be paid in order to co-ordinate 
demand and supply when specialisation and large-scale production 
have separated producer and consumer. This co-ordination is 
usually secured through the services of retailers and wholesalers. 
Retailers announce available supply to consumers and whole- 
salers get into touch with the appropriate retailers in each district. 
Part of the payment received by both wholesaler and retailer is 
remuneration for this service of information. Occasionally the 
wholesaler’s sole function is the provision of information, since in 
some cases he does not handle goods at all, but acts merely as a 
broker between producer and retailer. In this case the whole of 
the costs incurred by him are information costs. Information 
may, however, be provided otherwise than through the ordinary 
wholesaler and retailer channels. On the one hand, its costs may 
be borne directly by the consumer (as when a housewife advertises 
for a cook or a government office for tenders), while on the other 
hand it may be provided by the producer through travelling sales- 
men and printed advertisement. Now this sort of advertisement, 
which merely conveys information as to available supply, is a 
“true ”’ selling cost, since, like holding and transport costs, it is 
the payment for a service indispensable to the marketing of 
commodities. It is only an alternative—and often a cheaper— 
form of providing that necessary service. 

It is therefore different in nature from what I propose—during 
the course of this paper—to call advertisement costs. For there 
is an important distinction to be made between “true ”’ selling 
costs and those advertisement costs which are incurred either 
by producer or middleman with a view to increasing the sale of 
a commodity. ‘True ”’ selling costs are as indispensable a part 
of the final price as are the costs of manufacture; and if they 
were not undertaken by the seller, they would have to be borne 
directly by the consumer. Advertisement cost, however, repre- 
sents expenditure by the seller, not in putting the goods on the 
market, but in inducing the buyer to accept them. Without this 
expenditure it would be impossible to market the same amount of 
goods, not, as in the former case, because the supply would not 
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be available where it was required, but because the demand 
curve would be too low. 

In the pages which follow all expenditure of this latter type 
will be considered as expenditure on advertisement. That is to 
say, expenditure on advertisement is expenditure (over and 
above the costs of producing and transferring the commodity 
to the consumer) which is incurred by the seller with a view to 
increasing the sales of his commodity.1 Thus, in addition to the 
cost of printed advertisement, it includes expenditure on travelling 
salesmen, “ free offers,’ competitions, coupons, window displays 
and other devices for attracting buyers. But it does not include 
those information costs which the separation of producer and 
consumer has made indispensable to the marketing of commodities. 
In practice, of course, it is extremely hard to draw the line between 
advertisement which is merely an e'ternative way of providing 
information and advertisement which aims at increasing demand. 
Few advertisements, however, confine themselves entirely to the 
mere announcement of supply, and the vast majority are aimed 
almost exclusively at ‘creating demand.” It may be said roughly, 
that where a commodity is marketed through the ordinary 
wholesaler-retailer channel, there is a prima facie case for con- 
sidering all expenditure on advertisement as an advertisement 
cost and not as a “‘ true ” selling cost. And where the commodity 
is marketed directly from producer to retailer, any expenditure 
above what would normally be paid to the wholesaler for his 
function as broker, may be considered as an advertisement cost. 

Now advertising expenditure as thus defined aims at increasing 
sales by affecting the mind of the consumer.? By various appeals 
it induces him to change his subjective valuation of the commodity. 
Thus the marginal utility of the commodity is increased and the 
demand curve raised. Consumers are persuaded to buy more of 
it at the same price, the same quantity at a higher price, or even 

1 Of course a producer may try to increase his sales by improving the quality 
of the commodity which he sells, or by increasing the services which he supplies 
with the commodity, or by producing something more adapted to the needs of 
the consumer. The costs of such improvement are not to be considered as 
advertisement costs, for they form part of the supply price of a commodity 
different from the unimproved variety. Competition by quality and competition 
by advertisement are different things, although in particular cases it is not 
always easy to distinguish them. In the former case the seller tries to supply the 
consumer with what he wants, in the latter he tries to persuade the consumer 
that he wants what the seller can supply. 

2 Some advertisement is addressed by producers (and occasionally also by 
wholesalers) to the retailer and not to the consumer. Such advertisement 


attempts to persuade the retailer of the “‘saleability’’ of the advertised 
commodity. 
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in some cases more of it at a higher price. Such expenditure, 
directed as it is towards changing the demand curve, cannot 
properly be considered as forming part of the “true” supply 
price of the commodity. It is a sum arbitrarily added by the 
seller to “‘ true ” costs of production, which sum he is able to 
extract from the consumer because its expenditure increases the 
marginal utility of his products. 

Consequently with advertised commodities it cannot be said 
i any useful sense that price tends to equal the cost of pro- 
duction. For the price does not tend to be equal to the “ true ”’ 
cost of production of the commodity, but to that amount plus 
what the producer thinks it worth while to add in the way of 
advertisement costs. We shall see later that advertisement may 
affect the cost of manufacture and “ true ”’ selling costs, and that 
therefore the final price of the commodity may be lowered al- 
though the total supply price includes the cost of advertisement. 
But the point I want to make here is that the sums spent on 
advertisement are not on a par with other costs, and cannot be 
considered as part of the ordinary cost of production of the 
commodity. 

It may here be objected that advertisement costs are payments 
for service as much as are the “ true ” selling costs—namely, the 
service of education, which bears fruit in the new valuation of 
the commodity arrived at by the consumer. It is sometimes 
claimed that advertisement raises the standard of life and educates 
the public by increasing their wants and pointing out to them the 
use and desirability of the advertised commodities. Consequently 
it could be argued that advertisement costs are as much a part of 
the “ true ” cost of production as are the other selling costs. This 
might be true, I think, if advertisement were indeed educative ; 
that is to say, if it put before the consumer such detailed and 
truthful information as would assist him in making a more correct 
judgment of commodities. By a correct judgment I mean one 
where the relative valuations put by an individual on different 
commodities closely correspond to the relative satisfactions which 
in practice he will obtain from them. Such a judgment could 
only be reached if the consumer had knowledge of all the com- 
modities available, of their uses and properties, their relative 
merits and adaptability to his needs. In a world without adver- 
tisement the consumer would be ignorant of many commodities 
which would satisfy his needs, would not know all the uses of 
others and be blind to the merits of many. Some commodities 
he would undervalue through ignorance, while others he would 
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overvalue through custom or prejudice. But in a world where 
sales are largely obtained by means of advertisement, are his 
judgments likely to be more correct? Does advertisement offer 
him such truthful and reasoned information that his valuations 
correspond more closely than they otherwise would do to the 
satisfactions obtainable from commodities? I do not think that 
it does. We shall see later how advertisement can persuade him 
to prefer one make of a commodity to other makes of equal 
quality, and to pay more for it; and how it can often induce him 
to buy inferior goods. Arguing from results there seems no reason 
to suppose that advertisement assists his judgment, and a study 
of advertisements leads to the same conclusion. Advertisements 
are not written to help people make a reasoned choice of com- 
modities, they are written with the object of inducing them to 
buy particular things, and they naturally exaggerate the uses and 
merits not only of the commodity but of a particular make of the 
commodity. Moreover, the vast majority of advertisements do 
not confine themselves to pointing out the uses of commodities ; 
they make their appeal not to the reason, but to the emotions, of 
the consumer. Suggestion, reiteration, attractive illustration— 
these are all devices to induce him to buy the article without 
making comparisons and calculations. They certainly do not 
assist his judgment as to the relative satisfactions to be obtained 
from different commodities or as to the relative satisfactions to 
be obtained from commodities and leisure. 

A possible exception to this conclusion is the advertisement of 
inventions or new commodities. It is undoubtedly true that 
advertisement has brought popularity within a short space of 
time to some useful commodities, which, without it, would have 
taken much longer to penetrate into common use. Striking 
examples of these are vacuum cleaners and safety razors. In these 
cases advertisement has certainly performed an educational 
service. But if we take into account all the new commodities 
introduced by advertisement it seems very doubtful whether over 
the whole field any such service has been performed. For while 
some of the new commodities advertised are more adapted to the 
needs of consumers than those which they replace, others are 
less well adapted, while still others differ little from the old but 
are able (by virtue of advertisement) to command a higher price. 
On the whole, therefore, it does not seem necessary to make an 
exception of the advertisement of new commodities, and it seems 
reasonable to conclude that the set of judgments entertained as 
a result of advertisement is on the whole less likely to be correct 
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than that which would have been entertained without advertise- 
ment. 

Consequently there appears to be no ground for saying that 
advertisement costs, which persuade the consumer to adopt this 
new set of judgments, are conferring an educative service and are 
therefore of the same nature as true selling costs. They are of 
quite a different nature. When a consumer buys an advertised 
commodity, part of the price which he pays represents the cost of 
manufacture, part the cost of selling and part the cost of persuad- 
ing him to make the purchase. Now while the first two parts 
make up the “true” cost of production of the commodity, the 
last part—the advertisement cost—may be considered as the cost 
of adding an artificial value to the goods concerned. It makes up 
(as it were) the supply price of an immaterial commodity which 
I will call “‘ reputation.”” Consumers who, by advertisement, are 
induced to increase their purchases of advertised goods, do so 
because the marginal utility of the commodity has been raised 
for them, or we may say that with the original commodity they 
choose to buy this new immaterial commodity—reputation. The 
cost of creating reputation becomes part of the price of commodities 
and forms a considerable proportion of what are ordinarily called 
selling costs. 

When we consider these facts, it becomes evident why market- 
ing costs account for such a large proportion of the final price of 
commodities. For obviously it would not be worth while for the 
seller to incur the costs of advertisement if he did not recoup 
himself out of the returns which he gets for his sales. That is to 
say, the final price paid for the commodity by the consumer must 
be sufficient to cover its true costs of production plus the cost of 
advertising. There are two ways in which this may be brought 
about. Firstly, the demand curve for the commodity (or of the 
brand plus its reputation) may be raised by an amount at least 
equal to that by which the cost curve has been raised, when we 
consider the cost curve as made up of “ true ” costs plus advertise- 
ment costs. That is to say, the advertisement may be so success- 
ful in raising the consumers’ demand for the commodity together 
with its manufactured reputation that they are induced to pay a 
price for the commodity high enough to cover advertisement 
costs. Secondly, where increasing returns prevail, advertise- 
ment, by increasing the scale of output, may so reduce production 
costs and true selling costs that the economies from these two 
sources may cover and more than cover the expense of the 
advertisement. 
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Thus advertisements and advertising campaigns fall into 
two important divisions, those which raise prices and those 
which do not raise prices. From the social point of view the effects 
of the two types are widely different. But cutting across these 
two divisions two further distinctions must be noticed: namely, 
advertisement which is competitive within the trade, and adver- 
tisement which is not competitive within the trade but which aims 
at increasing the total demand for a particular commodity. 
Advertisement which has the latter aim in view is usually con- 
ducted either by a group of producers or by a single producer who 
has a considerable degree of monopoly. This form of advertise- 
ment—non-competitive within the trade—has recently become 
of increased importance. Many monopolists now find it worth 
while to advertise; and co-operative advertising—the first 
example of which was conducted in 1908—is now undertaken by a 
number of producers’ associations. Sometimes these campaigns 
of associated producers result from the rivalry of other industries ; 
for instance, the American Face Brick Association had a co- 
operative campaign because their industry was threatened by 
propaganda advocating the use of lumber throughout the building 
of a house. Other associated campaigns have been undertaken 
to lengthen the selling season. The Greeting Cards Association 
and the Walnut Growers’ Exchange both conducted campaigns 
to extend their sales beyond the holiday season. In other cases 
co-operation has arisen merely from the realisation that advertis- 
ing can increase sales not only by transferring them from one 
producer in the trade to another, but also by greatly increasing 
the total consumption of a commodity. In addition to this form 
of advertisement, non-competitive within the trade, it sometimes 
happens that advertisement which is competitive in aim is not 
so in effect. Often the advertiser gains more from increased con- 
sumption than from the diversion of his competitors’ business. 
Indeed it happens occasionally that an advertiser increases not 
only his own sales but those of his rivals as well. For instance, 
the manufacturer of a health product says that his sales increase 
whenever his rivals conduct an advertising campaign, and the 
advertisements of vacuum cleaners are said to have increased 
the sale of brooms and carpet sweepers. On the other hand, not 
all the advertisement of monopolists must be included in non- 
competitive advertisement, as sometimes the advertisement of a 
monopolist aims at increasing the demand—not for the whole of 
his output—but for those of his brands which are the most highly 
priced or which are the most profitable. Thus from 1903 to 1910, 
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when the American Snuff Company had an almost complete 
monopoly of snuff in America, they concentrated their advertise- 
ment on pushing the sales of their more expensive brands. 

Now competitive advertisement may fall into my second 
division of advertisement—that which does not raise prices, by 
bringing increasing returns to one producer, if the optimum size 
of business is larger than he would have obtained without adver- 
tisement. For, as we shall see, it is often possible to attract 
customers by advertisement where they would not have been 
attracted by lower price. On the other hand, some advertisement 
which is not competitive within the trade may fall into my first 
division of advertisement—that which raises prices. This fact 
is sometimes obscured in those cases where the advertiser accepts 
a lower profit per unit in order to pay for advertisement. For 
then, advertisers argue that the advertisement is paid for out of 
profits and not out of the pocket of the consumer. But this is 
not the case. By accepting a lower rate of profit per transaction 
and spending the balance on advertisement, the producer is able 
to gain a larger total profit from his increased turnover. The 
demand curve is raised by advertisement and the cost curve 
(including advertisement costs and profits) remains the same as 
before, so that a greater amount of the commodity is sold at the 
same price per unit. But, if the advertiser had obtained the 
increased sales without advertising, he could have sold his goods 
at a lower price and still have made the same total profit as he 
does when he spends upon advertisement. The fact that in many 
cases he is not able to increase his sales by offering his goods at a 
lower price, while he is able to do so by advertisement, is merely 
further evidence that competition by advertisement is more 
effective than competition by price. And the consumer who is 
persuaded to buy, through advertisement, what he would not have 
purchased at a lower price, has to pay for the advertisement, not 
in a price directly raised, but in one greater than it need have 
been. He is in effect purchasing reputation. 

Thus, whether advertisement is or is not competitive has 
little bearing on the effect of that advertisement upon price. 
All that can be said is that competitive advertisement is probably 
the more expensive of the two, since the advertiser has to create a 
reputation in the face of the advertisement of rival brands. And 
direct competition with rival producers of the same commodity 
tends towards a cumulative increase of advertising expenditure. 
But, except for the question of increased costs, it becomes obvious 
that the division between ‘‘ competitive ” and “ constructive ” 
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advertisement is not of fundamental importance when we consider 
that (taking production as a whole) all advertisement is com- 
petitive. For, in order that he may buy more of an advertised 
commodity the consumer must buy less of something else. And 
the shift in demand brings about a shift in production such that 
the national dividend is made up of an increased amount of that 
commodity whose marginal utility has been increased, and of the 
reputation created for it by advertisement; but it contains less 
of the commodities from whose production resources have been 
drawn to provide both the increase and the advertisement. We 
may, however, imagine the case in which all commodities are 
advertised so successfully that all subjective valuations are 
increased. Obviously they cannot all be increased with regard to 
each other or with regard to money, for this would have no 
meaning. But they might all be increased with regard to leisure 
—that is to say, that the balance between the marginal disutility 
of effort and the marginal utility of commodities might be so 
altered that people would be induced to put forth rather more 
effort in order to obtain more commodities. It would follow that 
the national dividend would be increased and the increase would 
be made up of the extra commodities produced, together with a 
great deal of the immaterial commodity—reputation. Of course 
it is not really possible that advertisement could raise all marginal 
utilities by the same amount; so that in this, as in other cases, 
the ratios of exchange between commodities would be altered by 
advertisement, and consequently the distribution of resources 
between various productive enterprises would be varied too. 
But it may well be that advertisement, by continually bringing 
to people’s notice the uses and merits of a number of commodities, 
has so increased their wants that the balance between the disutility 
of effort and the utility of goods has been altered. 

We may consider, therefore, that all advertisement is com- 
petitive, either between commodities or between commodities 
and leisure. And the distinction which is of importance to 
economic welfare is the distinction between advertisement which 
is paid for directly by the consumer in a higher price and adver- 
tisement which brings such economies as to pay or more than pay 
for its cost. Let us first consider the cases where there are no 
reactions on the cost of producing the commodity, or where the 
economies from the larger output produced with advertisement 
are insufficient to cover the cost of the advertisement. The 
result of the advertisement is that the cost of production of the 
commodity is raised by the amount of the advertisement costs 























EG nnn 


TN ay Te 





1928] THE ECONOMIC EFFECTS OF ADVERTISEMENT 25 


(or by that amount less any economies), and the demand curve for 
the commodity is raised by an equal or greater amount. Or, if 
the advertisement is entirely competitive, the demand curve for 
a particular brand of the commodity is raised. In the latter case 
the same amount of the commodity is bought as before and a 
greater totalsumisspent uponit. The result of the advertisement 
has been merely to transfer demand from one producer to another, 
while the prices of the successful producer are greater than those 
of his competitors because of his expenditure on advertisement. 
The consumer is willing to accomplish this transfer because he 
prefers to buy not the commodity only, but also reputation. 
Thus, where competitive advertisement brings no (or insufficient) 
economies in other costs, some of the country’s resources are 
diverted from the production of ordinary commodities and 
services to the production of this immaterial commodity— 
reputation. So that the national dividend is made up of rather 
fewer other goods and services and rather more reputation than 
would have been the case had there been no advertisement. 

If (and this is much more usual) the advertisement is not wholly 
competitive within the trade, the increased sales of the advertising 
firm come not only (or possibly not at all) from the decreased sales 
of its direct competitors, but from the increased purchases of that 
particular commodity by the public. Then, where advertisement 
does not bring economies, the total sum spent upon the commodity 
is increased in greater proportion than the increased sales. A 
larger amount of the country’s resources are devoted to its pro- 
duction than before, in addition to resources (amounting to the 
cost of advertisement) which are directed to the creation of its 
reputation. This comes about because the marginal utility of the 
commodity plus its created reputation has been increased, and 
therefore the ratio of exchange between the advertised commodity 
(plus its reputation) and goods generally has been altered in 
favour of the advertised commodity. Consequently resources 
are diverted from other uses to produce the commodity and the 
reputation. Now, where advertisement has brought about such a 
shifting of resources and a greater production of the advertised 
commodity, we are bound to say that the national dividend has 
increased, because the shift has taken place in order to produce a 
set of commodities which advertisement has induced people to 
consider more valuable than those which were previously being 
produced. Economics only takes into account the fact of sub- 
jective valuations as shown by the prices paid, and does not 
consider whether these valuations are justified. Therefore, if 
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people think that the set of commodities produced by the new 
distribution of resources is more valuable, then it is more valuable, 
and the national dividend is increased. Whether, however, 
economic welfare is increased by the redistribution is a different 
matter. If it were probable that the new set of valuations pro- 
duced by advertisement would be more nearly correct than the 
old, then it might be worth the community’s while to direct some 
of its resources to the creation of reputation, in order to bring 
about a grouping of resources corresponding to the new set of 
valuations. But, as it seems to me likely that the valuations 
arrived at by advertisement are less correct than those which 
would otherwise have obtained, I contend that the community 
loses in two ways. Firstly, by the production of a set of goods and 
services (other than reputation) which are less adapted to its needs 
than those which would otherwise have been produced; and, 
secondly, by the diversion of resources to the production of 
reputation. Therefore, unless reputation itself is of social value 
(and I shall put forward arguments showing that it is not), there 
seems reason to suppose that advertisement which does not bring 
economies equivalent to its cost is directly harmful to economic 
welfare. 

The case is different when we come to consider the second 
way in which the cost of advertisement may be covered; that is, 
where economies in other costs (resulting from the larger output) 
cover or more than cover the cost of the advertisement. In 
such cases there is no diversion of resources from other uses to 
the production of reputation, since its cost is covered by economies, 
and the effect of the advertisement on economic welfare depends 
upon whether the new set of commodities produced as a result of 
advertisement is more or less adapted to the needs of consumers 
than the old. Obviously economic welfare will be increased if the 
total cost of producing the larger amount of a commodity sold 
with advertisement is equal to or less than the total cost of 
producing the amount which would have been produced without 
advertisement. This, however, is extremely unlikely to occur; 
and it is probable that with advertisement a larger total sum will 
be devoted to the purchase of the commodity than would have 
been the case without advertisement. There will then be a trans- 
fer of resources from other uses to the production of the advertised 
commodity. If we consider that the new set of valuations 
resulting from advertisement are less likely to be correct than the 
old, the consumer may or may not benefit from this transfer. 
He will benefit from it so long as the excess of the total price paid 
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for the amount produced with advertisement over the total price 
paid for the amount produced without advertisement is no more 
than the total utility of the additional units. In other words, since 
with the new demand curve some units are produced at a price 
exceeding their utility as shown by the old demand curve, the con- 
sumer will gain so long as the total amount of the excess is less than 
the saving on the original units together with the consumers’ sur- 
plus on those additional units whose price is less than their utility. 

Now where economies in other costs exactly balance the cost 
of advertisement, the price will be the same with advertisement 
as without it, while a greater amount of the commodity will be 
produced. In this case all the additional units will have been 
produced at a price greater than their utility as shown by the 
old demand curve. Therefore, if the old set of valuations is 
correct, the consumer is bound to lose where the addition to 
costs made by advertisement is equal to the economies resulting 
from larger output. But, where advertisement brings about a 
considerable reduction in price, the consumer is very likely to 
gain; since even a small reduction in price over the whole output 
is likely to offset the loss on those units which are produced at 
a price greater than their utility, unless this loss is very great. 
Other things being equal, this loss will be greater the greater is the 
increase in output due to advertisement, and the more inelastic 
is the original demand curve. On the other hand this loss is more 
likely to be offset the greater is the decrease in price brought 
about by advertisement. 

In practice it appears that considerable price reductions have 
in many cases resulted from the increased output which advertise- 
ment has made possible. Indeed it is probably true to say that 
advertisement has played a great part in facilitating the pro- 
duction on a large scale of many semi-staple commodities, and 
in rendering possible the economies of standardisation and mass 
production. In addition to increasing the scale of output, there 
are various other economies which may be brought about by 
advertisement. Firstly, advertisement tends to introduce a 
considerable uniformity in demand. Thus variations necessary to 
suit special tastes are reduced, and a higher degree of standardisa- 
tion is made possible. Secondly, advertisement may sometimes 
be used in such a way as to adjust the demand for a commodity to 
the supply available at the factory. And thirdly, there are 
various important economies in selling costs which may result 
from advertisement, and which, in some cases, may of themselves 
be sufficient to cover the cost of advertisement. 
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It is clear, therefore, that considerable economies may result 
from advertisement, and in consequence considerable price 
reductions. In all such cases there is a great probability that 
the immediate effect of advertisement will be to produce a set 
of commodities which will yield a greater total satisfaction than 
those which would have been produced without advertisement. 

We may conclude that, whereas advertisement which raises 
price is directly harmful to economic welfare, the immediate 
effect of advertisement which lowers price may in many cases 
prove beneficial. 

Where the increased output of the advertised commodity 
comes about through increased effort (whether or not the price 
is raised by advertisement), there need be no withdrawal of 
resources from other uses. In such cases the national dividend 
is undoubtedly increased by the advertisement, but we are left 
doubtful whether the re-valuation of leisure and commodities 
brought about by advertisement is any more likely to be beneficial 
than the re-valuation of commodities discussed above. 

The indirect effects of advertisement remain to be considered. 
These are of particular importance in that the success of advertise- 
ment is based upon its power to restrict competition, and its 
use brings great changes into the conditions which determine 
value. Under conditions of perfect competition producers would 
gain nothing by spending money on advertisement, for those 
conditions assume two things—(1) that the demand curve is 
fixed and cannot be altered directly by producers, and (2) that 
since producers can sell all that they can produce at the market 
price, none of them could produce (at a given moment) more at 
that price than they are already doing. In practice, of course, 
there is no such thing as perfect competition, and, even where 
advertisement is absent, these assumptions are never completely 
fulfilled. But in a world where advertisement is largely used, 
they cease to correspond, even remotely, to the facts. For, in 
the first place, the marginal utility of commodities can be con- 
siderably altered by advertisement and, by spending sufficient 
money, producers can raise the demand curve, either for a group 
of commodities, a single commodity or a particular brand of a 
commodity. And, in the second place, the prevalence of advertise- 
ment makes it increasingly difficult for a manufacturer who does 
not advertise to find purchasers for his goods, even though he 
produces the standard quality at the market price. A manu- 
facturer who does not advertise may be able to quote a price to 
wholesalers as low as, or even lower than that of his competitors, 
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and yet be unable to obtain a market for his goods. This has 
come about because price and quality by themselves have ceased 
to be effective methods of competition. Wholesaler, retailer 
and consumer no longer buy in the cheapest market, in reliance 
on their own judgment of quality. For in buying to sell again, 
wholesaler and retailer have first to consider “saleability,”’ and 
they find that the consumer buys, not the cheapest goods of their 
kind and quality, but those for which a reputation has been 
created by advertisement. Advertisement affects the consumer’s 
judgment of commodities and his desire for them to a degree 
which it is hard to realise. We find that, on the one hand, he 
will often fail to buy goods which are offered be:ow the market 
price if they have not been brought to his notice and their merits 
dinned into his ears by advertisement; while, on the other 
hand, his consumption can be enormously increased by advertise- 
ment, even though the advertised product may be more expensive 
than an unadvertised variety of the same commodity. Goods for 
which a reputation has been created can be sold even if their 
price is above that of similar goods in the same market. Goods 
whose name is unknown may be unable to find a market, even 
though in price and quality they compare favourably with the 
advertised commodity. Consequently, the problem for the 
manufacturer is becoming less and less the amount that he can 
produce at a given price and more and more the amount that he 
can sell. And the amount that he can sell depends largely on 
his ability to create a reputation for his product. Thus it comes 
about that the price of many commodities is made up, not only of 
manufacturing and true selling costs, but also of the cost of 
creating reputation. 

In almost every trade to-day we find that such advertisement 
costs are incurred. A few manufacturers spend money on 
advertisement in order to increase their sales, and their rivals 
are forced to follow suit. If they do not do so, their goods may 
be cheaper than the advertised goods (since their price does not 
include the cost of creating reputation) and yet they may be 
unable to attract consumers. Frequent examples of this anomaly 
may be found. I will quote a few. 

The manufacturer of a health product which is very widely 
sold spends considerable sums on advertisement. His selling 
price is 14 per cent. above that of one of his rivals who makes 
smaller profits and advertises very little. Both firms have been 
established for some time, the manufacturing costs of the two are 
not widely different and there is little to choose in the quality 
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of their products. But the manufacturer who does not advertise 
sells practically nothing outside his immediate neighbourhood, 
and his annual sales amount to little more than the amount which 
the advertising manufacturer sells in eight days. 

A well-known soap-flake which is a branded article costs 
£150,000 per year to advertise. The price of two unadvertised 
soap-flakes is considerably less (one of them by more than 50 per 
cent.) than that of the advertised product. Chemically there is 
absolutely no difference between the advertised product and the 
two unadvertised soap-flakes. Advertisement alone maintains 
the fiction that this soap-flake is something superfine. If the 
advertisement were stopped, the product would become merely 
one of a number of soap-flakes and would have to be sold at 
ordinary soap-flake prices. Yet the success of the undertaking, 
from the producer’s point of view, may be seen from the fact 
that this product brings in half a million net profit per year. 

A manufacturer of shoes found that though the shoes that he 
produced were ten to fifteen shillings cheaper than X shoes—a 
widely advertised brand—and were of as good a quality, his 
sales were far below those of the X brand. When he consulted 
an advertising expert, he was recommended to add ten shillings 
to the price of his shoes and to spend his portion of the increase 
on creating a reputation for them. 

Examples such as these could be multiplied indefinitely. 
Reputation restricts competition between goods which may be 
dissimilar only in name, by attracting the attention of the con- 
sumer to the advertised commodity to such an extent that he 
ignores the prices and merits of other similar commodities. In 
other cases we find that the advertised commodity is indeed 
superior to its rivals, but that advertisement induces consumers 
to bear a difference in price out of all proportion to the difference 
in quality. For example, Bayer’s Aspirin was before the war an 
advertised proprietary article Aspirin is a trade name for 
acetyl salicylic acid, which before the war was sold in bulk for 
about 2s. per lb. The price of Bayer’s Aspirin was about 18s. 
per lb. (less various discounts). It is extremely improbable that 
the extra care with which Bayer’s Aspirin was prepared entailed 
a difference in cost at all proportionate to the difference in price 
between the proprietary article and the commodity sold in bulk. 

Advertisement can only effect this restriction of competition 
where the advertiser can establish before the public the identity 
of his commodity, and connect it in their minds with his advertise- 


1 Standing Committee for the Investigation of Prices: Cmd. 633. 
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ment. The diversion of demand from the advertised commodity 
to its rivals—known in America as the “ substitution evil ’—is 
the greatest difficulty with which the advertiser has to contend. 
Probably in no case can the diversion be completely eliminated, 
but it can be greatly reduced by the use of brands and trade 
marks. These devices aim at securing for the advertiser the 
main benefits of his advertisement. For branded goods can be 
brought to the public notice and identified in a way which is not 
possible with goods sold in bulk. They have an individuality 
such that the reputation created is connected in the consumer’s 
mind not with the commodity only, but with the brand. It is 
for this reason that the increase in advertisement has been 
accompanied by a great increase in the number of branded goods, 
trade marks and proprietary articles. A growing number of 
goods which were formerly sold in bulk are now sold as branded 
goods and are advertised nationally. Tobacco, groceries, drugs, 
sweets, paint are a few of the more obvious examples. Such 
commodities can be put in distinctive packages, branded and 
labelled in such a way that their individuality can easily be 
established. With goods sold by the yard or ready-made clothes 
this is less easily accomplished, but even with such things pro- 
ducers are now attempting to make their brand or trade mark a 
distinctive feature of the commodity. By these means they are 
able to tie up their advertising with their own products, and to 
ensure that, when they incur advertisement costs, the increased 
demand will be directed, not to the commodity as a whole, but to 
their particular make of the commodity. Thus they are able to 
secure for themselves, if their advertising is successful, a partial 
monopoly based on reputation which it is not possible to secure 
when goods are sold in bulk. For with bulk goods retailer and 
wholesaler buy in the cheapest market, and, though ruled to a 
certain extent by their connection with particular manufacturers, 
are prepared to deal with any producer who can offer them a 
cheaper source of supply. And this is exactly what the manu- 
facturer of proprietary articles wishes to avoid. Advertisers 
maintain that the manufacturer of bulk goods is competing with 
others on the basis of manufacturing cost alone, so that the 
moment somebody else can make goods cheaper than he can he 
loses his business and is left with no selling organisation and no 
reputation. 

This attitude shows very clearly the object of the manufacturer 
of branded goods. Such a manufacturer hopes by national 
advertisement to establish a reputation for his brand such that 
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the consumer demands not the commodity in general, but the 
particular make to which reputation is attached. The result is 
that competition from other brands or from an unbranded variety 
of the commodity is indirect. Such goods may be offered more 
cheaply, but they are looked upon as other commodities—sub- 
stitutes perhaps—but not as the same commodity at a lower 
price. So long as the consumer insists on the commodity plus 
the reputation, and so long as the producer succeeds in tying 
the reputation to his own products, a partial monopoly is estab- 
lished against which competition by price alone is ineffective. 
As an increasing number of manufacturers in all trades resort to 
the advertisement of proprietary articles, each market gets split 
up into a number of these reputation monopolies, and it becomes 
more and more difficult for a manufacturer who does not advertise 
to find an outlet for his goods. Moreover, the position of the 
successful advertiser is strengthened by the fact that reputation 
is costly to create, and becomes progressively more costly as an 
increasing number of manufacturers resort to advertisement. 
For the louder the chorus which already assails the consumer, 
the more difficult and expensive does it become to bring any 
particular appeal to his attention. The manufacturer in any 
trade who succeeds in creating a reputation obtains a certain 
monopoly advantage, and his rivals, finding the difficulties of 
marketing enhanced, have in their turn to incur advertisement 
costs. But, since they have to create reputation in the face of 
one already established, the probability is that their advertisement 
costs will be heavier than those of the original manufacturer. This 
will again react on him and tempt him to incur still more con- 
siderable expenditure. Thus the process is cumulative, and the 
amount spent upon advertisement tends continually to increase. 
This tendency is accentuated by the fact that a growing number 
of producers in all trades are adopting the use of advertisement. 
A manufacturer who wishes to increase his sales by advertisement 
has to compete not only directly with those in his own trade 
who have created reputation monopolies, but also indirectly 
with all those in other trades who, by their advertisement, are 
bidding for the attention of the public. As an illustration of the 
increasing cost of advertisement the estimates of various national 
advertisers are of interest. They give figures varying from £25,000 
to £40,000 as the annual cost of “a fair degree of publicity,” 
which before the war could have been obtained for £10,000. 
Thus the indirect effects of advertisement are the restriction 
of competition by price and quality, and the establishment of 
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reputation monopolies whose strength is accentuated by the 
cost of advertisement. And these indirect effects are likely to 
be more harmful than the direct effect of advertisement on 
prices, because where the advertiser establishes a reputation 
monopoly the difference between the price of advertised and non- 
advertised goods is not limited to the cost of advertisement. So 
that even where advertisement lowers costs the consumer may 
not get the benefit of the reduction or may get less than the full 
benefit. 

But, while the general trend in industry appears to be towards 
the increase of proprietary articles and the extension of reputation 
monopolies, it is interesting to note the growth of a movement in 
the opposite direction. This may be observed in the policy of 
certain large-scale retailers. These firms prefer to deal in non- 
proprietary articles which they purchase themselves on the open 
market or have manufactured for them. In these purchases 
they prefer to rely on their own judgment rather than on the 
reputation manufactured by producers. Working on a large scale 
they are specialists in buying, and their aim, like that of the pur- 
chaser of bulk goods, is therefore for cheapness and quality rather 
than for reputation. In this way they tend to restore competition 
between manufacturers and to oppose the morovoly of branded 
goods. They do not, however, dispense with reputation alto- 
gether as a factor in marketing. For the reputation of these 
large shops themselves is one of the means by which they are 
able to secure volume and rapidity of turnover. But, on the 
whole, they base their appeal to the public more upon the price 
and quality of their goods than upon the reputation created by 
advertisement. Moreover, when they do advertise, they aim 
at creating the reputation of the shop rather than that of particular 
commodities, and in doing so they do no more than is done by 
most large retailers. For those retailers who sell branded goods 
also advertise their own establishments, so that in their case 
there is a double set of reputations involved, a double set of 
advertisement costs and a limitation of price competition at two 
stages of distribution. For in buying goods, such retailers are 
influenced more by reputation than by price or by quality, while 
in selling they rely partly on the reputation created for the goods 
by the manufacturer and partly on the reputation which they 
themselves create for their house. Whereas the large retailers, 
who make a practice of selling non-proprietary articles, in buying 
rely on price and quality, and in selling rely on their own and not 
upon the manufacturers’ reputation. Thus the importance of 
No. 149.—voL, XxXXVIII. D 
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this movement lies in the fact that, at one stage of distribution at 
least, it restores competition and opposes the reputation monop- 
olies of producers. 

While advertisement on the one hand tends to stimulate the 
growth of monopoly, on the other it changes the monopolist’s 
problem. For the restriction of supply is no longer his sole 
method of obtaining a price per unit higher than that which 
would have been brought about by competition (without adver- 
tisement). Advertisement enables him to raise the demand 
curve; and, though he will not produce as much as would be 
produced with the new demand curve under conditions of free 
competition, his production will be greater than that which would 
be produced by monopoly without advertisement—and it may 
possibly be greater than the output under conditions of free 
competition without advertisement. It can be proved, if we 
make the assumption that advertisement raises the demand 
and supply curves by constant amounts throughout (and the 
former more than the latter), that the monopolist gains by 
advertising and that the maximisation of monopoly revenue with 
the new demand curve entails an output greater than that which 
would have been brought about by the maximisation of monopoly 
revenue with the old demand curve. 

But while the monopolist gains by raising the demand curve, 
rather than by restricting supply without raising the demand 
curve, what is the consumer’s position? On the assumption 
that his old valuations were more correct than his new ones, it is 
obvious that, when the price fixed by monopoly with advertise- 
ment is not lower than the price fixed by monopoly without 
advertisement, the consumer loses, since the total utility of any 
additional units produced as the result of advertisement must 
be less than the price paid for them. For the price which would 
have been fixed by the maximisation of monopoly revenue without 
advertisement would have been equal to the utility of the last 
unit then produced, and the utility of any additional units must 
be jJoag than this and therefore (where the price is not lowered) 
less than the price paid for them. One cannot say in general 
whother the maximisation of monopoly revenue when advertise- 
rient is used is likely to entail a price higher than that brought 
avout by the maximisation of monopoly revenue without 
advertiserent.? 


1 With the above assumptions it can be shown that, where the demand and 
supply curves are straight lines, the price appropriate to monopoly with advertise- 
ment will certainly be greater than the price appropriate to monopoly without 
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In those cases where the price fixed by maximising monopoly 
revenue with advertisement is lower than that appropriate to the 
maximisation of monopoly revenue without advertisement, there 
is a possibility that the consumer might be better off under the 
former arrangement. He would be so in those cases where the 
reduction of price on the original units together with the con- 
sumer’s surplus on those units which (under monopoly without 
advertisement) would not have been produced at all, is greater 
than the loss on those units which are being produced at a price 
higher than their utility. This is the more likely to occur the 
greater the reduction in price and the more elastic the demand 
curves. It would appear, therefore, that monopoly with adver- 
tisement is likely to be more harmful to economic welfare than 
monopoly without advertisement, unless a considerable reduction 
in cost accompanies the increased output of the advertised com- 
modity. A reduction even greater than this would be necessary 
before monopoly with advertisement would be-more eonducive 
to economic welfare than competition without advertisement. For 
the consumer only gains by monopoly with advertisement if the 
price fixed is less than the price appropriate to free competition, 
and then only if the loss on the units produced at a cost greater 
than their utility is less than the reduction of price on the marginal 
units together with the consumer’s surplus on such additional 
units as are sold at a price less than their utility. Such a reduction 
seems very unlikely to occur. 

These conclusions assume that the monopolist always adjusts 
his output in such a way as to obtain the maximum monopoly 
revenue which is theoretically possible. But in practice, of 
course, the monopolist often accepts less than this; and the 
advertising monopolist in particular will hesitate to fix his prices 
at an exceedingly high level, since the very existence of a reputa- 
tion monopoly is dependent on opinion. This limitation lessens 
the probability that monopoly with advertisement will be more 
harmful than monopoly without advertisement. But it still 
remains likely that monopoly with advertisement will be less 
conducive to economic welfare than competition without adver- 
tisement. And this last pointis of greater practical importance, 
since the choice between the two forms of monopoly is less frequent 
than the choice between competition and reputation-monopoly. 
Indeed the latter problem is one which confronts us daily; for all 
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advertisement tends to check competition in the ordinary sense 
and to establish reputation-monopolies. But when an advertiser 
has secured a reputation-monopoly it does not necessarily follow 
that he can oust all competitors from the market. This does 
sometimes happen, and the concentration of output in the hands 
of a single producer may come about as the result of successful 
advertisement. It is more usual, however, to find the market 
for one commodity split up between two or more reputation- 
monopolists. Since advertisement can increase the total demand 
for a commodity, the amount sold by each is not limited by the 
extent of his rivals’ sales. Nevertheless the existence of rivals 
tends to a cumulative increase of advertisement expenditure 
on the part of each monopolist; and the probability that the 
consumer will gain from the economies accompanying increased 
output is thereby reduced. In this way advertisement tends to 
substitute a form of competition which is harmful to the consumer 
for one which is beneficial to him. 

In conclusion, it is necessary to discuss briefly whether reputa- 
tion itself confers any benefit on the consumer, whether in fact 
he is any better off with a commodity for which a reputation has 
been created than with a commodity of equal quality without 
reputation. The advocates of advertisement put forward two 
arguments to show that he is. Firstly, they claim that, when 
the reputation of a brand has been established, the consumer has 
the assurance that in asking for that particular brand he will 
always obtain a uniform and standard product, no matter from 
what retailer he makes his purchase. This is true and 1s certainly 
of some advantage to the consumer: the second and more 
important argument seems to me more doubtful. Advertisers 
maintain that reputation is a guarantee of quality. For they 
say that it is not worth a manufacturer’s while to stake his name 
and spend his money on advertising an article of poor quality. 
There are three rejoinders to this argument. Firstly, reputations 
have in fact been created for very inferior goods; and, though 
such reputations have usually been short-lived, this has not 
prevented the manufacturers from reaping a considerable profit 
before the commodities have been found wanting by consumers. 
Secondly, the argument is based on the assumption that in the 
long run the consumer is a competent judge of quality. But, in 
the case of great numbers of goods, his powers of discrimination 
are very limited, and he can only detect gross differences in 
quality. So that, though it is probably true that he will not 
long continue to buy a positively worthless commodity (except 
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in the case of patent medicines), there is little reason to believe 
that he will find out if some widely advertised commodity is below 
the market standard or is made of inferior ingredients. Conse- 
quently it appears that reputation offers a very slight insurance 
against the risk of getting a bad article. The third rejoinder is 
this. Whereas in buying branded goods with a reputation the 
consumer gets (for what it is worth) the manufacturer’s insurance, 
if he buys unbranded goods from a reliable retailer he gets a 
similar insurance. For, since good retailers buy with discrimina- 
tion as to price and quality, and hold themselves responsible 
for the goods which they sell, their bulk goods offer to the consumer 
about as good a guarantee of quality as does the reputation of the 
branded article. 

For these reasons, I think that reputation does not offer to 
consumers advantages commensurate with the subjective valua- 
tions put upon it, nor advantages sufficient to outweigh the 
harmful effects of advertisement which have been discussed 
above. . 
DorRoTHEA BRAITHWAITE 








THE INFLUENCE OF INHERITANCE ON THE 
DISTRIBUTION OF WEALTH! 


Some New EvIpENCcE 


THIS paper is intended to deal with one section of the broad 
problem reviewed by Sir Josiah Stamp in his presidential address 
to the Economic Section of the British Association (1926 meet- 
ing), on Inheritance as an Economic Factor.? Sir Josiah Stamp 
reviewed a wide range of questions centring round the influence 
of inheritance both on production and on distribution. I have 
confined myself purely to its effects on distribution, and in 
particular to its effects on the distribution of property. I have 
also deliberately restricted the paper to an attempt to ascertain 
facts rather than to put forward any new theory or to elaborate 
any old theory. 

A direct and simple analysis of the causes which combine 
to produce an unequal distribution of incomes can be found in 
the writings of Professor Cannan and those who have followed 
him. That analysis shows clearly, I think, that the fact of 
unequal inheritances is one of the chief causes of unequal distribu- 
tion. But it does not determine the relative importance of 
inheritance as compared with other causes, such as differences 
in ability, industry and personal economy, or the operations of 
chance in a world of unstable prices. It is not certain what 
comparative emphasis should be laid on each of these factors. 
Yet it matters considerably where the emphasis is laid, both in 
connection with social opinion and with social policy. 

It is obvious indeed that the institution of inheritance cannot 
itself be an original or primary cause of unequal distribution; it 
can only perpetuate and may perhaps, under certain circum- 
stances, intensify inequalities of wealth arising originally from 
other causes. But though, in this sense, inheritance is a secondary 
factor, that is not, of course, to prove that it is of secondary 
importance. Its relative importance as a factor in distribution 


1 Part of the following paper, together with an additional section not re- 
printed here, formed the substance of an address to the Economics Section of 
the British Association in September 1927. Subsequent to the meeting, I made 
certain alterations and additions, incorporating more recent figures. 

2 Reprinted in Economic JouRNAL, September 1926. 

3 IT am especially indebted to Dr. Hugh Dalton’s Inequality of Incomes. 
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is still an open question, and there is no clear agreement of 
opinions as to the answer. 

It is evident that the point cannot be decided simply by 
theoretical reasoning from general observations and generally 
accepted premises. Sir Josiah Stamp has pointed out the need 
for something in the nature of a quantitative analysis of the facts, 
so far as it is possible to ascertain them. He outlined a list of 
questions to which such an analysis should attempt to provide 
an answer. I have only tried to answer two or three out of his 
long list, which had a much wider scope than this paper. 

It is important to realise at the outset that, as a means of 
transferring wealth in a family from one generation to another, 
and of acquiring property gratuitously, inheritance is only the 
leading species of a genus. For example, if inheritance were 
abolished to-morrow, the children of well-to-do parents would 
still have superior economic advantages, in so far as they were 
brought up in a healthier environment, better educated and better 
connected, than the children of the poorer classes. But the im- 
portance of such factors cannot be assessed by statistical methods. 
In the second place, gifts between the living are the great alter- 
native to the transmission of property at death; and there is no 
means at present of ascertaining exactly how much passes in 
this way. Lastly, marriage with heiresses is a well-worn method 
of re-establishing the fortunes of a family. But the effect of 
marriage customs on distribution is also an unexplored subject. 

A full discussion of the influence of inherited wealth on dis- 
tribution must, of course, take into account the different laws and 
customs of inheritance prevailing in different countries and at 
different periods, as also the economic conditions in which those 
laws and customs operated. But here I have confined myself 
chiefly to our own country and the present time. 

In order to determine the extent of the influence of inheritance 
on the distribution of property, there are two important questions 
of fact, which require an answer. 

(1) What proportion of the aggregate property is derived from 
inheritance and gift ? 

(2) How close is the relation between what a man accumulates 
by his own activities and what he has acquired by inheritance and 
gift? In other words, how far does inherited wealth influence the 
extent of a man’s saving and enterprise ? 

It may be possible to give a very rough answer to the first 
question, by a careful use of such statistics as are available relat- 
ing to the aggregate capital of the nation at different times and 
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the probable extent of the totalsavings. But I have not attempted 
it here.1 I have concentrated rather on the second question, 
interpreted in rather broader and more general terms: To what 
extent do individuals shift up or down in the scale of distribution 
away from the niche allotted to them by the relative wealth or 
poverty of their parents ? 

Put the question to any miscellaneous gathering of well-to-do 
people and you are likely to get as many different opinions as 
there are different personal experiences. Of published informa- 
tion on the subject there is little that is of value. The biographies 
of millionaires deal generally with lives that are by no means 
typical of those of the richer classes as a whole. It is usually 
only the lives of the exceptional people that appeal to the author 
and the publisher. It would obviously be unwise to base on the 
lives of Carnegie or Lord Leverhulme generalisations about the 
economic history of members of the upper classes in America and 
Britain. The obituary notices of more mediocre men in the 
daily Press are also liable to be misleading, since they usually 
lack precise information on financial matters. There is indeed a 
limit to the fertility of private inquisitiveness, and that limit is 
soon reached when one is dealing with the economic conditions 
and histories of one’s fellows. 

Moreover, at present the published records of the Inland 
Revenue cannot be of much direct assistance ; for they are bounded 
by the limits prescribed by the necessities of taxation; and our 
fiscal system does not at present attempt to distinguish between 
property acquired by inheritance and by other methods. 

There is, however, one source of information which does not 
appear to have been tapped hitherto. The Probate Registry at 
Somerset House contains particulars and copies of practically all 
the probates and letters of administration granted in England 
and Wales since the year 1858,? and a good many of those granted 
before that date. It seemed, therefore, possible to take a sample 
of well-to-do persons who died recently, and to ascertain for 
comparison the estates left by their parents or other relatives 
under whose wills they benefited. Such an investigation would, I 
thought, enable one to see more clearly the extent to which the 
distribution of property is or is not hereditary in character. A 
comparison of the probate values of the estates of two genera- 


1 A whole book might be written on the question of definitions, and the 
influence of price changes on property values, before looking at the statisticians’ 


estimates of Capital and Savings. 
2 There are a certain number missing in the earlier years of the foundation 


of the Registry. 
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tions is, of course, only a rough test. For, in the first place, the 
amount of property which a man leaves at death is not a really 
satisfactory index to his economic condition during life, and still 
less to the economic benefits and opportunities which he is able to 
transmit to his children. I have already referred to the various 
methods alternative to inheritance by which property (and a 
superior capacity to acquire property) may be obtained gratuit- 
ously. But, even leaving those other factors out of account, we 
have still to remember that it is often not possible to ascertain the 
exact share in his father’s estate which a son inherits. Even with 
unlimited expenditure of time and money on a careful examina- 
tion of wills, it is not possible to find out the precise amount 
which a man inherits, let alone receives by way of gift or settle- 
ment during life, Not only may he benefit under a number of 
different wills, but, in any given will, the extent of his benefit is 
usually not stated explicitly as a sum of money. Again, the trust 
fund is a common feature of many rich men’s wills, and the 
ultimate benefit of any one beneficiary depends largely 6n whether 
the other beneficiaries predecease him, whether they leave children 
or not, and so on. 

It is only feasible, therefore, to make a rough comparison 
between the total estates of successors and predecessors, bearing 
in mind that the figures employed may sometimes be a misleading 
index to the actual and comparative wealth of the individuals 
concerned. 

By way of a preliminary experiment, I took as a sample all the 
individuals reported in The Times during the twelve months 
September 1, 1924, to August 31, 1925, as leaving estates exceed- 
ing £200,000 in value. There were 116, of whom 15 were Scot- 
tish, Irish and foreign residents. The estates of the latter were 
discarded as well as another two estates belonging to persons 
who lived in England, but whose parents’ estates were known to 
have been probated in Scotland, Ireland or abroad, and the 
sample was confined to the remaining 99 English estates which 
could be investigated in London. Of these 99 estates, only 6 
belonged to women. 

At first sight it appears as though The Times list must be very 
incomplete. For, according to the Estate Duty Statistics, there 
were, during the period in question, 135 English estates of over 
£200,000, and of these about 20 belonged to women.! But the 


1 The exact number of women’s estates in this class is not given. But in 
the class over £250,000, women’s estates were 11 per cent. of the total number 
in 1925-6, and 13 per cent. in 1924-5; in the class over £100,000 they were 
17 per cent. of the total in 1925-6, and 15 per cent. in 1924-5. 
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chief reason for the discrepancy becomes plain when it is realised 
that the values reported in The Times and in the Probate Registry 
are of unseitled property 1 only, as a general rule, while the Estate 
Duty figures now include nearly all settled property.2 Now 
settled property forms rather more than a quarter of the total 
value of estates in the over £200,000 class, and rather more than 
one-third in the case of women’s estates. Thus its exclusion from 
the probate figures—a serious disadvantage in other ways also— 
cuts out a number of large estates from my sample, and 
particularly those belonging to women, as well perhaps as some 
of the landed gentry with entailed property. The sex and the 
class, which are (in this way) under-represented, have, without 
doubt, a higher proportion of inherited wealth than the average. 

Of the six women’s estates in the sample, four belonged to 
widows, and in the case of the latter I chose for comparison the 
estates of either husband or father, choosing the one under whose 
will the widow had chiefly benefited. In the case of the men’s 
estates, I assumed, as a general rule, that the chief inheritance 
had come in the direct line of descent from the father. But 
there are eleven exceptions, some of these being due to the fact 
that, while the estate of the father could not be found, the son 
had benefited under the will or intestacy of some other near 
relative, whose estate was ascertained. In five cases the estates 
of brothers or uncles were chosen for comparison, in five cases 
those of wives or fathers-in-law, and in one case that of the 
grandfather.® 

In all I was able to complete 80 out of the 99 cases. In spite 
of a careful search in directories and obituary notices, and in the 
English Register of Births at Somerset House, I was unable to 
trace or to identify the parents in nine cases. In some cases 
the name was too common for identification, in a few cases the son 
was born too early ® for registration at Somerset House, and in 


1 Generally speaking, the probate valuations are restricted to property within 
the free disposition of the deceased (see below) at the time of his death. 

2 After the Finance Act of 1914, settled property ceased to receive favoured 
treatment. The probate valuations also exclude property situated abroad. 

3 In the majority of cases, where the estates of brothers, husbands or wives 
were taken instead of those of the fathers, they had passed more than thirty 
years before the death of the successors. 

4 By courtesy of the Registrar-General, a search of some 40 birth certificates 
was undertaken by his department. 

5 The General Register of Births started in England in the latter half of 
1837. For some years after that date there is, I am informed, a slight deficiency 
of 10 per cent. or so of births, and perhaps more in some districts. I have found 
by experience that that deficiency is not confined to the poorer classes. In a few 
cases, I am indebted to relatives of the deceased for supplying the information 
required. 
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other cases he was almost certainly born outside England. In 
another 14 cases the estate of the father could not be found or 
identified in the Probate Registry. This register is not complete 
for years before 1858, and in a few cases the father had died before 
that date; moreover, for some years after 1858 it is not likely to 
be entirely complete.1 In at least one case no estate was left, 
because the deceased had distributed the whole of his property 
during his lifetime. In a few other cases the deceased may have 
been domiciled out of England. 

Other details concerning the method and limitations of this 
investigation must also be mentioned. For, particularly in a very 
rough statistical inquiry of this nature, it is necessary, in order to 
criticise or to appreciate the significance of the results, that the 
*‘ whole genesis of the figures ’—in Professor Bowley’s phrase— 
should be made plain. 

The Probate Registry has certain serious limitations as a source 
of information. I have already referred to the exclusion of most 
settled property from the probate valuations. “ Beforé January 
1926, settled realty is entirely excluded, and personalty settled for 
life only is also excluded throughout from the estate of the one 
on whom it is settled. Thus, generally speaking (except in a few 
cases where information has been derived from other sources), 
both in the case of predecessors and successors, property, of which 
they were not competent to dispose at the time of their death, is 
excluded. This important limitation must be borne in mind in 
any critical examination of my figures. 

The second great disadvantage of the probate valuations is 
that before 1898 they do not include realty.2, Now realty forms to- 
day between one-quarter and one-fifth of the total value of property 
left at death, and a generation ago the proportion was certainly 
greater. It was, therefore, necessary to supplement the probate 
values of estates left before 1898 by an estimate of the real property 
of the deceased. The only supplementary source of information 
that is at all easily available is the Return of Landowners, or 
‘* New Domesday Book,” which was made by the Local Government 
Board in the ’70’s, and set out to give county by county the names 
and addresses, numbers of acres owned and gross annual value 
in the case of all landowners of more than one acre. The Return 
has many deficiencies as a work of reference; and it excludes 
the Metropolis. Moreover, in accordance with the agricultural 


1 In at least three cases the father had died before 1858. 

2 Leaseholds are classed as personalty. 

3 For the defects and inaccuracies of the Returns, see the official introduction 
to them. 











assessments, it under-states the value of building land in neighbour- 
hoods that are developing. Again, the owners of freehold premises 
occupying less than one acre would be excluded. As regards 
the big landowners, later and more accurate information can be 
obtained from other works of reference. 

In the case of 25 predecessors, rough estimates of the value 
of the real estate left by them were made from these sources. Of 
course the estimates could only be very rough. For it was not 
certain at what number of years’ purchase the gross annual value 
given in the returns should be capitalised and, in a number of cases, 
one was also forced to assume that there was no great change 
between the ’70’s and the date of death in the amount of land 
owned. The valuable review of the subject given in Sir Josiah 
Stamp’s British Incomes and Property shows the number of years’ 
purchase at which the chief authorities capitalised the gross 
annual value of land at different dates; and figures of rentals 
given some time ago by Mr. R. J. Thompson enabled one to 
make an approximate allowance for the decline in agricultural 
land values during the slump of the ’80’s and ’90’s.2_ But my 
estimates of realty could not take into account mortgages and 
other charges to which the property might be subject. 

The method certainly allows large possibilities of error, but it 
was not too unsatisfactory under the circumstances. Even quite 
large errors in the estimates of real property left by the 25 persons 
in question would not make a great difference to the results as a 
whole, especially as only in eight cases was the realty estimated 
to exceed £100,000. In the case of 19 predecessors dying before 
1898, no landholding could be traced in the official return, and 
only the personalty valued for probate could be included. 

On the whole, there is almost certainly some under-statement 
of the property left by the predecessors. My estimates of the 
realty of those dying before 1898 amounted to £1-704 millions 
in all, as against nearly £8,000,000 for their total property. The 
proportion formed by the realty is 21 per cent., whereas the 
Estate Duty figures show a proportion of 24 per cent. for all 
estates subject to duty in 1904, and the proportion is still higher 
in the case of the larger estates. Again, as regards the personalty, 
there is little doubt that the probate valuations were not so strict 
thirty or forty years ago as they are to-day. 

1 H.g. Bateman’s Great Landowners (1883 edition used). 

2 Applying the index-number of agricultural rentals at different periods to 
the number of years’ purchase at those periods, I took the following number 
of years’ purchase of the 1870-80 gross annual value of lands in rural areas :— 


1875, 30 y.p.; 1885, 23 y.p.; 1895, 15 y.p. For urban realty I took 15 y.p. 
throughout. 
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With regard to the period chosen for the investigation—namely, 

the generation that ended in 1925—in some respects this is not 
the most satisfactory for our purpose. For it includes the 
abnormal war period, when “ windfalls ’’ due to rapid changes in 
prices and abnormal conditions of demand contributed far more 
to the establishment of new large fortunes than they did in the 
preceding generation or are likely to do within the lifetime of the 
present generation in this country. But had an earlier period 
been chosen, the technical difficulties would have been greater. 
For a larger proportion of predecessors would have died too early 
for their estates to be entered in the London Probate Registry, 
and outside estimates of realty would have been necessary in a 
larger number of cases. Moreover, a larger proportion of suc- 
cessors would have been born before 1837, the year in which the 
English Registry of Births was started, so that their parentage 
could not have been ascertained from birth certificates. 

The following is a summary of the results, relating in the first 
place to the 80 completed cases out of the whole sample of 99. 

(1) The total gross value of the unsettled property of the 80 
successors amounted to £37-3 millions; the aggregate value of the 
estates of their predecessors was estimated at about £26-1 millions, 
or 70 per cent. of the former sum.! 

The bulk of this £26 millions passed between 1880 and 1900, 
and it is impossible to say what the equivalent value of those 
estates would be to-day. £100,000 invested safely in 1890 
produced about as large a “real”’ income as £115,000 in 1924 
(if we neglect the effects of a higher income tax), or as about 
£150,000 when the increase in direct income taxation is taken into 
account. For, owing to the higher rate of interest accompanying 
the rise in commodity prices, property values as a whole have not 
increased to the same extent as the price level. But the effect 
of the great price changes during the generation in question, in 
individual cases, would depend, of course, on whether the inherited 
property was kept in gilt-edged investments or in land, or was put 
into the more speculative investments of industry and commerce. 

As regards the relative magnitude of the individual fortunes 
of the predecessors, it may be useful to remember that probably 
about the same proportion of the people in 1890 owned estates in 
excess of £100,000 as were in the over £200,000 class in 1924, 


A cursory examination of some 56 wills has enabled me to 
1 The aggregate value of the property of the 99 successors was £44-1 millions. 


On the extreme assumption that in the 19 unfound cases, the predecessors had 
left little or nothing, the ratio falls to 60 per cent. 
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make a very rough estimate of the proportion of the estates of 
their predecessors which passed to the successors in my sample. 
I have already pointed out that, in many cases, it is practically 
impossible to ascertain with certainty the value of a man’s inherit- 
ance under the terms of a will—let alone to estimate his total 
inheritances. But though my estimates of individual inheritances 
are probably often very unreliable, I do not think my estimate of 
the total or average proportion is likely to be very wide of the 
mark. In the 56 cases, where some estimate was possible, the 
average net proportion of the predecessors’ estates passing to 
the successors in question appeared to be between 50 per cent. and 
55 per cent. This is after making an approximate allowance for 
death duties, debts and other deductions from the gross value. 

Five women are among the successors to whom this average 
applies; and it so happened that these women were the sole 
principal legatees under the wills of the predecessors chosen. 
In the case of the male successors only, the average proportion of 
their predecessors’ estates passing to them was (according to my 
estimate) between 45 per cent. and 50 per cent. 

The proportion varied greatly, of course, in individual cases, 
from less than a tenth to the whole (less death duties); the 
median was about one-third of the net value after taxation. 

In making the estimates I assumed that in every case property 
left for life only to a surviving widow passed intact to the final 
beneficiaries. But I was not able to allow for the effects of the 
decease of some of the surviving children prior to that of the 
successor in my sample. Hence, in those cases, for example, 
where A leaves property to B and his issue, with remainder to C, 
and B dies without issue before C, I may have considerably under- 
estimated the ultimate inheritance of C under the will of A. 

Moreover, I have only taken into account the will (or. intestacy) 
of one particular predecessor in each case, in estimating the share 
of the successors in my sample. This share, therefore, does not 
measure the full extent of the inheritances of the latter, since in 
most cases they will have benefited under the will of more than one 
relative. 

Lastly, I must again call attention to the fact that gifts inter 


1 In the case of the large majority of predecessors, dying before 1914 say, 
death duties were, of course, a comparatively small deduction. Where no exact 
information was available as to the net value of the estate, after deduction of 
debts, etc., I deducted about »,th from the gross value. The proportion allowed 
as deductions from the gross value of estates liable to estate duty was between 
9 per cent. and 10 per cent. during the years 1904-14; and more recent figures 
show that the proportion is less than the average for the large estates. 
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vivos, such as marriage settlements and the like, cannot be allowed 
for in an inquiry of this nature. Yet their omission from the figures 
must stultify any attempt, by an examination of probates, to 
ascertain the total amount of gratuitous property received by any 
particular persons. It is not only since the increase in death 
duties that wealthy men have ceased to wait till their death before 
providing for their children. The fact that they have made 
earlier provision is frequently referred to in their wills, and in 
at least one case the whole of the property had been disposed of 
before death. 

Thus the most that can be said, in the case of my sample, is 
that the total value of the inheritances alone received by the 80 
successors, whose predecessors’ probates were found, was probably 
well in excess of £13 millions. 


It is interesting to notice that an investigation of some 52 
cases showed the average number of children surviving their 
parents as 2°25 sons and 2-4 daughters. In half of these cases 
the father left five and more surviving children. (I did not, 
within the compass of my small sample, find any evidence to 
show that “ self-made’’ men spring from families larger than 
the average.) 

I found that, in many cases, the richer predecessors be- 
queathed the lion’s share of their property to one particular son 
—usually, but not always, the eldest. This was not crly due to 
the custom of primogeniture among the landed aristocracy. For 
the desire to leave a large property intact in the hands of a single 
descendant caused a number of wealthy testators, who did not 
strictly belong to the landed classes, to reject the principle of the 
légitime. We find, for example, a chemical manufacturer with 
close on a million pounds to distribute among five sons and four 
daughters, bequeathing £150,000 between eight of his children 
and leaving the whole residue to the remaining son. A shipowner 
with £1,500,000, leaving one son and six daughters, having made 
liberal bequests to his widow and to charities, bequeaths nearly 
third of the residue to his son. A brewer with over £400,000 to 
share between four sons and four daughters leaves over three- 
quarters of the net disposable estate to his eldest son. It is fair 


1 4-66 was the average number of surviving children in the case of 52 fertile 
parents. Compare the Registrar-General’s figures relating to the number of 
children surviving in 1911 per fertile and infertile couples married before 1851. 
The number was 418 (of both sexes) per 100 couples in Social Class I (see T. H. 
Stevenson, Art. in Statistical Journal, May 1920, discussing the Census 1911 
returns of occupational fertility). 
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to say, however, that in this last case, at least, the other children 
had already been well provided for by settlements during life. 
Here again, therefore, the absence of knowledge as to gifts inter 
vivos may lead one to wrong conclusions as to the extent of the 
contrast between the effects of freedom of disposition and the 
continental laws of inheritance. 

But there is little doubt that, among the very wealthy, equal 
division of the spoils among the family, irrespective of place and 
sex, is not the general rule. It appeared to be usual, among the 
wealthier predecessors in my sample, for the sons to receive a 
larger share than the daughters.1 In the case of the smaller 
estates, equal division is much more common. 

(2) The following is a classification of the 80 predecessors 
whose estates were found in the Probate Registry, according to 
the value of their estates. It will be remembered that, where 
estimates of realty are included in the valuations, they may be 
wide of the mark; that the exclusion in most cases of settled 
property distorts the picture to some extent, and that the figures 
refer to sross values, before the deduction of encumbrances and 
debts. 


7 predecessors with estates over £1 million. 


10 - - , between £50,000 and £1 million. 
11 ” 9 - ee £250,000 and £500,000 
18 99 ss 5 _ £100,000 and £250,000 
7 » 99 » 35 £50,000 and £100,000 
6 % 9 7 3 £25,000 and £50,000 
3 9 - am o £10,000 and £25,000 
6* ia - «# £5,000 and £10,000 
12 - - ss - Under £5,000 
Total 80 


Thus, 46 out of the 80, or nearly three-fifths, left estates of 
over £100,000 (the predecessors of the six women among the 
successors are all in this class); 53, or two in three, left over 
£50,000; 62, or over three-quarters, left over £10,000. 


1 There is no space to discuss here the possible superior advantages derived 
by the son who inherits his father’s business, and the distinction (not shown 
by probate statistics) between the inheritance of wealth plus business opportunity, 
and that of passive property only. 

2 One of the estates put into the £5,000-£10,000 class may quite possibly 
belong to a higher class. In this case the valuation on the letters of administra- 
tion is that of certain trust property only, the administration being limited to 
that portion. The rest was disposed of by a will which was never proved. The 
testator was known also to have certain real estate, of which the value was not 
ascertainable. 
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There were eight millionaires among the successors in my 
sample ; only in one case had the predecessor left less than £50,000, 
and in six cases his estate was over £250,000. There were 22 
successors with over half a million pounds, and in 18 cases the 
predecessors’ estates were discovered. Twelve of the latter were 
worth over a quarter of a million pounds, while five only were less 
than £50,000. 

I have already explained that the values mentioned refer, for 
the most part, to unsettled property only. Of the 12 successors 
whose predecessors’ estates are put at under £5,000, two at least, 
it is known, had wealthy connections? by marriage; and the 
same applies in at least two other cases where the parents’ estates 
are in the £5,000 to £25,000 class. 

Such are the facts regarding the 80 cases where the pre- 
decessors’ estates were ascertained. But there reimain 19 cases 
where they were not ascertained. There is little doubt that among 
the latter the proportion of “ self-made’’ men is higher. We 
know something about the successors and their fathers in nine 
cases, and it is probable that five of the former had started from 
small beginnings, that one had married an heiress, and that three 
must have had considerable inheritances. But the remaining 
10 cases are entirely doubtful; one only knows that a number of 
the parents were probably of foreign extraction. 

The sample is undoubtedly biassed to a certain extent by the 
exclusion of these 19 cases, in the direction of showing too high a 
proportion of wealthy predecessors. On the other hand, as I 
mentioned previously, a bias in the opposite direction is given by 
the exclusion of settled property not in the disposition of the 
deceased. One result of this exclusion was, as we saw, to provide 
the sample with too small a proportion of women and others who 
enjoyed large incomes from settlements. Thus the two biasses 


1 This one case is a most remarkable one. A wool merchant left over £1-5 
millions. His father was apparently a weaver—smallholder. His estate was 
not found in the ’robate Registry. But the will of the mother was found— 
under £40 pers» .lty. The mother was apparently illiterate, as her will was 
signed by ior 2» k. Theson’s history is shrouded in obscurity, but must contain 
feature» of rabic interest. 


2 Ons 4 wescfea with an aristocratic family and changed his name 
** for {anetiy: omsein ** ‘Che brother-in-law of another left over £400,000; in this 
case th other's est ute (d. 1654) could not be found, and his wife’s estate, taken 
for corwaie0n, wes £957 personalty, but there was probably a considerable 
settlement es w"!. in a thnd case the estate of the father—a shipowner—was 


probably ir excess ef £5,000, but could not be found. The grandfather’s estate 
(£2,000) was taken instead. 

3 Ir. the richest hundred decedents there must have been about 14 women, 
instea«l of the 6 coming into my sample. 


No. 149.—voL. XXXVII. E 
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may to some extent counterbalance one another, in their net 
effect upon the proportions of wealthy and poor parents appearing 
in my figures. 

However that may be, we know at any rate that, as regards 
the whole sample of 98, the proportion of predecessors, who left— 


over £100,000 was somewhere between 46% and 55% 
,, £50,000 ss ‘ o 55% and 65% 
,, £10,000 en sa es 65% and 75% 


And, as regards the actual inheritances of the successors, we may 
say, with practical certainty, that at least 35 per cent. received more 
than £100,000 net, at least 45 per cent. more than £50,000, and at 
least 60 per cent. more than £10,000. This is not counting 
property received by way of gift, marriage or other settlements, 
and inheritances from more than one relative. 

It is tolerably certain that a similar investigation dealing with 
the generation before the war would have revealed a still smaller 
proportion of rich men risen from the ranks. And Sir Josiah 
Stamp has expressed the opinion that 110 years ago the effect of 
inheritance on distribution was ‘“‘ far greater’ than to-day.! 

Even within the sample investigated, confined as it was to a 
very small class of very large estates, it was found that, on the 
whole, the largest fortunes belonged to those with the richest 
parents. The successors in the sample may be divided into two 
classes, those with over £300,000, and those with between £200,000 
and £300,000. The average estate of 38 predecessors of those in 
the first class was £433,000; in the case of those in the second 
class the average of 42 predecessors’ estates was £225,000. On 
the extreme assumption that the undiscovered estates were all 
negligible, the averages are £350,000 in the first case and £182,000 
in the second.” 

In some 86 cases it is possible to classify roughly the chief 
occupations and social status of the fathers of the men in our 
sample. The following is a summary :— 


1 “ Tnheritance as an Economic Factor,’? Economic JouRNAL, September 
1926, p. 356. 

2 Of course these averages conceal a fairly wide dispersion in each case, but 
the median estate is also considerably larger in the first than in the second class 
(£196,000 as against £115,000, or, counting undiscovered cases as all below the 
median, £100,000 as against £60,000). 

The ratio of predecessors’ to successors’ estates seems on the whole to be 
distinctly lower for those at the top of the scale. The ratio is 64 per cent. in 
the first class (over £300,000) and 97 per cent. in the second class (or, counting 
undiscovered estates as nil, 52 per cent. in the first class and 77 per cent. in the 
second). 
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I. Peerage, Baronetage and Landed Families . j 11 
II. Financiers, Large-scale Manufacturers and Merchants 
(including 4 Shipping, 4 Brewers, 8 Textiles of all kinds, 


2 Banking, 2 Newspapers) ? é ‘ ; . 33 
IIa. Unclassified Gentlemen of Means , : . 1 
III. Professions (including 4 Clergy and 2 Doctors) ' Poe) 


IV. Smaller-scale Manufacturers and Merchants and Shop- 
keepers (including 4 grocers ,2 drapers, 1 ironmonger, 


1 hairdresser, and 3 small-scale manufacturers) . —— 

V. Farmers . ‘ ; ‘ ‘ p 5 
VI. Clerks and Minor Officials 7 : ‘ \ ee 
VII. Artisan and Working Class j ‘ ‘ , ; — 
Total . , : a 


This occupational classification is bound to be arbitrary in 
some respects, and is not always a clear guide to social status. 
But one may say that about 62, or three-quarters of the 84 fathers, 
belonged to the aristocracy and upper middle class, that some 15 
(rather less than a fifth) were what may be described as small- 
scale capitalists, and that only 3 were in the ‘“‘ working class,” in 
the narrow sense of the term. But it must be added that at least 
another three fathers had themselves risen from the ranks in their 
own generation. 

Analysis of the occupations of the successors of the poorer 
parents reveals little that merits special attention, except that, 
with two possible exceptions,! merchandise and manufacture 
rather than the professions were the sources of their fortunes. 
But the figures do not enable us to point to any particular 
branches of trade and manufacture as the most fruitful hunting- 
ground for would-be millionaires; for the self-made men in our 
sample represent a wide variety of trades.” 

It would no doubt be rash to attempt to draw any very definite 
or sweeping conclusions from an investigation confined to such a 
small sample, and from statistical results subject to so many 
deficiencies. But the evidence, so far as it goes, supports the 


1 One described as a solicitor; the other was described as an “ accountant ”’ 
on son’s birth certificate. His son was a shipowner, his father a wire-rope 
manufacturer. 

2 Generally speaking, it is obvious that the more speculative types of business 
are most favourable to the making both of millionaires and bankrupts. In two 
cases the invention of new processes seems to have brought the nucleus of a 
large fortune. Examples of the speculative type of business are colliery pit 
sinking, newspapers and publishing, stockbroking, pawnbroking. Analysis of 
the localities from which the “‘self-made’’ men came shows a high proportion in 
the north of England. 
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opinion that, in the great majority of cases, the large fortunes of 
one generation belong to the children of those who possessed the 
large fortunes of the previous generation. Even after the windfalls 
of the war inflation period, the rich men who have sprung from 
parents with insignificant resources are certainly a minority of 
their class. The quantitative importance of that minority is 
open to question; but the attention which it attracts seems 
to be due to the fact that those who compose it are exceptional 
phenomena rather than numerous. It is obviously difficult, and 
it would appear to be rare, for a poor man to acquire much 
property by enterprise and saving within the limited period of his 
own lifetime. And such evidence as there is hardly supports 
Mr. Keynes, when he says of pre-war Europe, that ‘“‘ for any man 
of capacity or character, at all exceeding the average,” escape 
was possible from the ranks of the proletariat into the middle and 
upper classes.1 

It is certain, indeed, that, in the course of a few generations, 
the institution of inheritance has frequently enabled a reasonably 
thrifty and industrious family to turn a small original capital into 
a large fortune. But within the space of one generation the 
shifting from class to class is normally not great. Our sample 
investigation did not go back more than one generation. Had 
it done so, we should probably have found that the proportion of 
grandfathers with relatively small estates was rather larger than 
that of the fathers, that of great-grandfathers still larger, and so 
on. Go back a hundred years or so, and there is little doubt that 
a considerable proportion of the ancestors of rich men living to- 
day would be found to have been comparatively poor. But, 
since poor men are far more numerous than rich, it is equally 
demonstrable and certain that, in the first place, only a tiny 
percentage of poor men living to-day would be fownd to have 
had well-to-do ancestors, and, secondly, that the descendants of 
the large majority of poor men remain poor throughout the 
generations. 


The economic history of representative middle-class families 
would be an interesting and profitable study; and the genealogist 
may perhaps be of considerable use to the economic historian. 
In the case of my own family—where the genealogy of the more 
obscure and less fortunate branches has been investigated, and 
particulars of some 250 wills and letters of administration granted 
to members of the family has been recorded—I have been able 
to trace the fortunes of the different branches of the descendants 


1 Hconomic Consequences of the Peace, p. 9. 
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of one ancestor through ten generations.1_ This is one of many 
families which became prominent about the time of the Industrial 
Revolution, and it is fairly certain that the part played in its 
history by the luck of inheritance and marriage is not exceptional 
in its importance. The following brief review of its social and 
economic history may, therefore, have significant features of 
general interest. : 

At the opening of the seventeenth century the younger son of a 
bankrupt freeholder married the heiress of a small landowner in 
the district now known as the Five Towns. There were three 
sons of the marriage, whose descendants are living at the present 
day. The fortunes of the descendants of these three sons have 
been radically different. The eldest of the three sons, and his 
descendants in the third and fourth generations, inherited the bulk 
of the estates of his mother’s family, about 240 acres in all, includ- 
ing a small pottery. The descendants of the youngest son (No. 3 
branch) during the next three generations also acquired a consider- 
able amount of property by marriage and inheritance. Indeed, 
in the third generation this was the most important and the most 
able branch of the family; it contained at least three prosperous 
potters and good business men who augmented their patrimony 
by marrying well and by buying up real estate in the neighbour- 
hood. One was a coal- and land-owner on a considerable scale. 
But, in the next generation, No. 3 branch fades into obscurity 
owing to a series of unlucky accidents. All the sons of the two 
wealthiest members died unmarried; the heiress of one married 
into No. 1 branch; and the bulk of the property of the others 
passed outside the family to relatives by marriage. Another 
member lost all his money in an unsuccessful pottery venture ; 
while the eldest member of the branch contracted an unfortunate 
alliance. The descendants of the second of the three sons (No. 2 
branch) were less fortunate in the way of marriage and inherit- 
ance, and possessed originally perhaps less ability than the other 
two branches. One grandson migrated in the early eighteenth 
century to the coast of Cumberland, where his numerous descend- 
ants became working potters, sailors and coal-miners. 

It is in the last quarter of the eighteenth century, at the 
beginning of the Industrial Revolution, that the division of the 
present-day descendants of the yeoman ancestor of 1600 into 
“ capitalists”? and “ proletarians” may be foreseen. At that 
time No. 1 branch had inherited a small estate worth about 
£4,000 or £5,000 and a growing pottery business; while, of 


1 Col. J. C. Wedgwood, History of the Wedgwood Family, and Wedgwood 
Pedigrees. 
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the two younger branches, one was shortly to be deprived 
of the inheritances it expected from its wealthiest members, 
and the other was already fast joining the ranks of the 
proletariat. 

During the opening stages of the Industrial Revolution the 
fortunes of one shoot of No. 1 branch were increased substantially 
by a younger son of exceptional ability. Coming after four 
generations of yeomen potters, the latter revolutionised what had 
once been a small-scale rural industry, and succeeded in amassing 
the huge fortune of close on a quarter of a million. In this 
achievement he was perhaps assisted to some extent by marriage. 
It is chiefly to his industry and ability that the most well-to-do 
section of the family still owes its prosperity. Those of his 
descendants, who have children living at the present day, have 
in nearly every case, during four generations, left estates ranging 
from £20,000 to £100,000. With one possible exception, none of 
them have dissipated their patrimony, but none have greatly 
increased it. 

In another section of the elder branch of the family, the 
descendants of a cranky inventor, who himself appeared to have 
squandered a moderate inheritance, benefited considerably from 
one of his inventions. 

In the final result, of the 74 known living descendants of the 
elder son of the common ancestor, nine generations back, three- 
quarters are in the middle and upper middle classes, having 
participated in inherited estates of over £1,000 from the last 
generation; and at least two in five of their predecessors have 
left estates of not less than £20,000 or so. 

But of the 200 or more descendants of the second and third 
sons who are living in this country, certainly over 90 per cent. 
are numbered among the lower middle class and the proletariat. 
A further 50 are in the colonies and the United States. Only 
one member of these two branches of the family seems to have 
left an estate in excess of £500 personalty. 

The fact that the descendants in Nos. 2 and 3 branches were 
on the whole rather more numerous than those in No. 1 branch 
may possibly be a contributory cause of the greater poverty of 
the former. But the more certain and obvious deduction is that 
the fortunes of the different branches were largely predetermined 
by the economic position of the different members of the family 
at least five generations back. 


Much more research is obviously necessary before the part 
played by inheritance in the distribution of wealth can be deter- 
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mined satisfactorily and stated with conviction.!_ Hence the con- 
clusions I have drawn are necessarily provisional and indefinite. 
Re-stated briefly in broad terms they are as follows :—that, in 
this country at any rate, the larger fortunes are left, in the great 
majority of cases, by those who received the larger inheritances ; 
that rich persons, who have not received any considerable portion 
of their property by way of inheritance, gift or marriage, are a 
minority of their class; and that unequal amounts acquired by 
industry and saving are closely related to unequal inheritances. 
It may be that the hereditary character of inequality is rather 
less marked in newer countries such as America and the Dominions ; 
and it is perhaps significant that the Australian figures and even 
the American figures show a somewhat more equal distribution of 
incomes and property than in our own country.? But, however 
that may be, one must remember that the colonists of new coun- 
tries have not generally started with a clean slate in the matter 
of distribution. Those who entered the New Worlds were not 
required to dispense with property inherited im the Old World. 
In the matter of inheritance, the contrast to-day is probably 
greater between England and Central Europe, where the wild 
fluctuations of prices have increased the importance of Chance 
as a factor in distribution, and a certain amount of deliberate 
disinheritance has resulted from political changes. But I do not 
agree with the suggestion that the depreciation of money has been 
historically an effective antidote to the influence of inherited 
wealth, for the inheritors of large fortunes are not necessarily 
unlucky or unwise in their investments.’ It is, I think, true of the 
modern world generally that there is in our society an hereditary 
inequality of economic status which has survived the dissolution 
of the cruder.forms of feudalism. J. WEDGWwooD 
1 One awaits with interest the results of a questionnaire which is being 
circulated by a Sub-Committee of the Economics Section of the B.A. I am also 
making a further search in the Probate Registry, with a sample of some 150 
persons leaving estates of over £10,000 net. 
2 I refer to the following estimates:—For U.S.A., National Bureau of 
Economic Research: ‘‘ Income in U.S.A., 1909-19.’ (Incomes only.) 
For Australia (Incomes and Capital distribution): G. H. Knibbs, Private 
Wealth of Australia (from official Census, 1915). 
For Britain: Pre-war estimate, A. L. Bowley, Distribution of the National 
Income, 1880-1913. 
Post-war official estimate: 64th Report of Board of Inland Revenue. 
For England (Capital), various estimates based on Estate Duty statistics. 
Of course, all these estimates are not strictly comparable in every detail, but 
the rough proportions may be compared. 
3 Where their inheritances have consisted of land, they have not generally 
suffered from the depreciation of money. Only where the inherited property 


has been settled in the form of fixed interest and gilt-edged securities has inflation 
necessarily reduced the value of inheritances as distinct from fresh savings. 











AGRICULTURE AND THE PRICE LEVEL 


RECENT discussions on agriculture have been characterised by 
considerable emphasis upon the importance of monetary factors as 
an explanation of the agricultural depression which has been 
experienced during the past few years. Since expenses of pro- 
duction are incurred ahead of receipts the entrepreneur, whether 
in industry or in agriculture, may have to deal with two sets of 
price levels. If the price level at which his expenses are incurred 
is lower than that at which he sells his finished goods he obtains a 
conjuncture surplus in addition to his “‘ normal”’ profits; if, on 
the other hand, the price level has fallen by the time he sells his 
goods his ‘‘ normal” profits are reduced. On the ground that the 
‘time lag” in agricultural production is abnormally long, it has 
been claimed that the effect of such differential price levels is of 
special importance in agriculture. 

Assuming a fall or rise in the general price level, the effect 
upon fixed charges, unsubject to frequent revision, becomes of 
importance. The principal charges of this character, in the case 
of industry, are rent of buildings, debenture and preference 
interest. In agriculture the principal item is, of course, rent of 
land. (The position of owner occupiers and peasant proprietors is 
referred to subsequently.) An attempt to ascertain exactly the 
relative burden which these charges involve in the case of 
industrial and agricultural output presents obvious difficulties. 
Certain figures are, however, available in the case of agriculture. 
The value of the net output of agriculture in Great Britain in 
1908 was estimated at £150,800,000.1 In 1907-8 ‘the gross 
amount of income in Great Britain from the ownership of 
‘* Lands, including rent charges under Tithes Commutation Act, 
Farmhouses, Farm Buildings, etc.,”’ brought under the review of 
the Inland Revenue Department, was £42,231,000.2 The net out- 
put of agriculture in England and Wales in 1925 is estimated at 
£225,000,000, while the estimated annual gross rental value of 
agricultural holdings is about £42,000,000.2 Assuming for the 
moment that all land was occupied by tenant farmers, rent, at the 

1 The Agricultural Output of Great Britain, Cd. 6277, 1912, p. 25. 
® Statistical Abstract of the United Kingdom, Sixty-eighth Number, Cmd. 2207, 


1924, p. 38. 
3 The Agricultural Output of England and Wales, Cmd. 2815, 1927. 
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time of the first Census of Production, thus represented a fixed 
charge of approximately 28 per cent. of the value of the net output 
of the agricultural industry—which constitutes the fund available 
for the payment of rent, rates, taxes, depreciation allowances and 
similar charges as well as wages and profits—while in 1925 it was 
about 19 per cent. in England and Wales. Under the English 
system of land tenure, therefore, the importance of price changes 
may be considerable on account of the size of the rent charge upon 
the industry. 

It is necessary, however, to take into account not: merely the 
actual lien upon the output of agriculture and industry constituted 
by recurring fixed charges, but also the relative ability of agricul- 
turists and industrialists to secure revision of these charges should 
they come to constitute an abnormally heavy burden through the 
operation of a falling price level. In the case of industry it may 
be stated that, speaking broadly, the interest upon debentures is 
fixed and unsubject to revision irrespective of price changes. The 
same is probably true of the rent of buildings and land used for 
industrial purposes. With preference share interest, however, the 
position is somewhat different and revision of interest rates is very 
far from being unknown. Turning to agricultural rents, the 
record of the last quarter of the nineteenth century shows that 
sympathetic consideration for the difficulties of farmers struggling 
under rent charges which agricultural depression and declining 
prices had shown to be based upon too high a level was not 
unknown. It is probable that there is greater scope for the 
farmer to secure revision of his rent than for the industrialist to 
modify the fixed charges against his profits. 

The English land system of tenant farming is, however, 
relatively little known outside Great Britain. In Ireland to-day 
the average farmer is now either the owner or well on the way to 
become the owner of his holding. In the United States, at the 
time of the Census of 1920, 66-6 per cent. of all the land in farms 
was operated by the owner; a further 5-7 per cent. was operated 
by managers, presumably in the interests of the proprietor. Of the 


1 £.g., the following paragraph appeared in the Live Stock Journal for 
November 18th, 1927: ‘A reduction of 15 per cent. in the rent for the half 
year of all tenant farmers on the Duncombe Park Estate was announced by the 
Earl of Feversham at a tenants’ luncheon at Helmsley on Wednesday.”’ 

2 At the 3lst March, 1916, the area of land in Ireland sold under the various 
Land Purchase Acts, 1870-1909, was 9,926,372 acres, while proceedings for sale 
had been instituted or were pending in the case of a further 3,490,416 acres, 
making a total of 13,416,788 acres, or almost 70 per cent. of the total area of 
the country outside urban districts. The amount of purchase money involved 
was £123,930,915.—The Rt. Hon. W. F. Bailey, The Irish Land Acts. 
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remaining 27-7 per cent. of the farm land of the country which was 
in the hands of tenant farmers, no less than 16-8 per cent. was 
occupied by share tenants, while only 7-5 per cent. was returned as 
being operated by cash tenants, the remaining 3-4 per cent. being 
farmed by “ share-cash”’ tenants or by tenants whose type of 
tenure was not specified.1 In Western and Southern Europe 
even before the war a very large proportion of the cultivated area 
was in the hands of peasant proprietors, or where the tenant 
system prevailed this was generally métayage or some form of 
share tenancy. The agrarian changes which have occurred in 
Eastern Europe since the war have extended these systems of 
landholding.2 Thusin Rumania the Minister of Agriculture stated 
in May 1922 that, when the reforms which were being instituted 
were carried through, ‘‘ out of a total of thirteen million hectares 
of arable land possessed by Greater Rumania, twelve million will 
have definitely passed into the hands of about four million peasants, 
in separate lots, varying from one to five hectares according to 
the region and density of population. One million hectares 
only will remain in the hands of about six thousand owners.” 3 
In the Habsburg and Romanov secession states there has been a 
similar movement towards the splitting up of large estates into 
small peasant landholdings. Even in Great Britain a considerable 
proportion of the agricultural area is to-day in the ownership of 
the occupier. In England and Wales in 1924 approximately 
25 per cent. of the area under crops and grass was owned by 
occupiers.* In Scotland, in 1926, 1,094,706 acres under crops and 
grass were returned as owned by the occupier, or 23-3 per cent. of 
the total cultivated area of the country.® 

The importance of changes in the value of the monetary 
medium in the case of the owner occupier may be greater or less 
than in the case of the tenant farmer. The unfortunate position 
of many English small holders who, having purchased their 


1 Fourteenth Census of the United States, 1920, Vol. V., p. 122. It should be 
noted, however, that the U.S. Bureau of-the Census includes farmers ‘‘ operating 
in addition to their own land some land hired from others’’ in the category of 
owners. In 1920 48°3 per cent. of all farm land was in the hands of owners 
owning their entire farm and 18°4 per cent. in the hands of owners who hired 
additional land. Particulars are not available regarding the proportions of this 
18:4 per cent. of the total farm area (a) owned by the occupier and (6) hired 
from others. 

2 Cf. H. M. Conacher: ‘“ Agrarian Reform in Eastern Europe,” Int. Review 
Agric. Econs., Vol. I., 1923. 

3 Quoted Conacher, Int. Review Agric. Econs., Vol. I., 1923, p. 15. See also 
‘* Share Tenancy in Rumania,” idem. 

4 R. R. Enfield : Report upon Agricultural Credit, p. 11. 

5 Agricultural Statistics for Scotland, 1926, Pt. I. 
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holdings with borrowed money just after the war, have been 
ruined by the fall in prices has attracted considerable attention. 
It is necessary to distinguish between the farmer who has bought 
his farm outright with his own capital and the man with a mort- 
gage outstanding on his holding. In the former case an invest- 
ment has been made in real assets and is independent of price 
fluctuations. If prices fall the farmer’s real income remains the 
same. It is true that if he had invested in War Loan, sound 
industrial debentures, mortgages or similar investments repre- 
senting claims to a fixed sum of money, his real income would 
have increased. But if prices rose he would have lost in real 
income, whereas actually his position, in so far as his investment 
in his farm is concerned, remains the same. The position of the 
man subject to an annual mortgage charge is badly affected by 
falling prices, but he enjoys a corresponding gain during a period 
of rising prices. It is not possible to estimate the extent to which 
owner occupiers in Great Britain have mortgaged their holdings. 
In the United States,! however, at the Census of 1920, out of a 
total of 3,925,090 farms operated by their owners, 2,074,325, or 
52-9 per cent., were definitely reported as free from mortgage 
indebtedness; 1,461,306, or 37-2 per cent., were definitely reported 
as mortgaged, and for the remaining 389,459, or 9-9 per cent. of 
the farms, the mortgage status was not stated.2, The total value 
of the farms (lands and buildings) reporting the amount of mort- 
gage indebtedness in 1920 was returned at $13,775,500,013, and 
the amount of debt $4,003,767,192, or 29-1 per cent. of the total 
value. In Ireland the Land Purchase Annuities at present paid 
by farmers are for the most part based upon land valuations made 
between 1870 and the outbreak of war, and consequently Irish 
farmers have benefited through the fall in the real burden of 
their annuities. 

In the case of capital invested by the agriculturist in equipping 
his farm the position is strictly analogous to similar investment on 
the part of an industrial concern. After the initial expenditure 
involved in stocking the farm has been incurred, any further 
investment may be treated as taking the form of replacement 
over a series of years. Interest rates and price levels may be 
ignored except in so far as the purchases have been financed with 
borrowed money. In this case the position is similar to a mort- 
gage on land, except that the period involved will probably be 


1 Fourteenth Census of the United States, Vol. V., p. 480. 
2 According to the Census Report ‘an investigation of the farms tabulated 
as ‘unknown’ for 1920 in a number of typical counties indicated that by far the 
greater part of these farms were actually free from mortgage,” idem., p. 480. 
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shorter. Normally, however, the farmer invests certain of his 
resources in the equipment of his farm. The purchasing power of 
the original money value may change, but the real value remains 
unaltered except for a depreciation allowance which represents 
a ratio of the original real value of the equipment irrespective of 
the price level at which it is calculated. 

After fixed charges, such as interest payments and rents, the 
wages of labour is the item from which entrepreneurs normally 
experience the greatest differential losses or gains during a period 
of changing prices. It is necessary to distinguish two forms of 
agriculture: (a) that in which the greater part of the work of the 
farm. is performed by hired labour, and (b) that in which family 
labour is predominant. Obviously changes in wage rates are 
only of direct importance under the former system. Adopting 
England and Wales as constituting an example of a system of 
“griculture practised with the aid of hired labour, the following 

ble shows the changes which have occurred in agricultural 
v ages and prices during the past twelve years : 








Percentage increase in | Percentage increase in 
Agricultural Wages Agricultural Prices 

compared with 1914. | compared with 1911-13. 

1914 ° . . . — 1 

1915 ° . : ° _ 27 

1916 ° . ° . _ 60 

1917 ; . . : 39 101 

1918 ° ‘ . , 54 132 

1919 ; , : . 96 158 

1920 ° . . . 140 192 

1921 . . . . 146 119 

1922 * : . . 74 69 

1923 ° ° . ° 56 57 

1924 : . : , 56 61 

1925 . . , ° 72 59 

1926 é . : , 75 51 











It will be observed that up till 1921 the increase which took 
place in the wages of labour was much lower than in the case of 
the prices of agricultural produce. In that year, however, wage 
rates showed an appreciably higher relative increase than prices, 
but in the following year, 1922, the margin of difference was 
considerably narrowed. During 1923 and 1924 the nominal 
money rates of wages showed a slightly smaller increase than was 
the case with prices, but the operation of the Agricultural Wages 
(Regulation) Act of 1924 has had the effect of increasing wages at 
a time when the downward movement in prices, following the 
slight improvement recorded in 1924, has continued. Further, 
there has been a considerable reduction in the hours of agri- 
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cultural labour in England and Wales since before the war. The 
increased labour charge on farms due to this cause is not reflected 
in the percentage figures given above. 

Generally speaking rent and labour charges comprise the 
principal items of expenditure in agricultural production. Writing 
in the Economic Journat for December 1925, Mr. C. Dampier 
Whetham shows that, on an East Anglian light land farm, rent and 
labour accounted for 61-3 per cent. of total farm costs, while on a 
West-country dairy farm the percentage of total farm costs 
represented by these two items was 44:2.1 On the former farm 
payments for feeding stuffs, fertilisers and seeds amounted to 
19-7 per cent. of the total costs incurred, while on the latter the 
percentage was 34-9, almost entirely due to heavy purchases of 
feeding stuffs. In comparison with industry purchases of raw 
material in agriculture are relatively small. Excluding trades 
engaged in working up the produce of agriculture and fisheries, 
the value of the raw material used by the other trades of the 
country in 1907 was £329,200,000, to which it is necessary to add 
an allowance of from twenty-eight to forty-three million pounds 
for carriage and merchandising of the raw and semi-raw materials 
used whose value is given above c.if. at the port of landing or at 
the place of production. The total value of the output of these 
trades, at works, was £1,057 to £1,072 millions. Thus the pro- 
portion borne by the cost of raw materials to the value of the total 
output was approximately 34 per cent. The value of the output 
of agriculture in Great Britain in 1908 was £150,800,000, while the 
value of the imported and home manufactured animal foods and 
manures (exclusive of maize and other imported corn for feeding 
stock) used in 1907 was £28,400,000, including quantities used on 
non-agricultural holdings. The proportion borne by cost of 
purchased raw materials to the value of the total agricultural 
output was thus approximately 19 per cent. The finished product 
of one industrial firm constitutes the raw material of other firms to 
a much greater extent than in agriculture, however. The net 
output of all the firms included in the Census of Production 
inquiry in 1907 amounted to £712,135,000, while the value of the 
materials used was £1,028,346,000. There is in agriculture com- 
paratively little sale of the products of one farm for use in 
production on others. The most important transactions of this 
character are probably in the case of live-stock. In 1907 the value 

1 On a number of Lady Day Entry Farms in the Eastern Counties the 
proportion of outgoings represented by labour, rent, rates and insurance appears 
to have been 49-9 per cent. in 1924-25, 50°9 per cent. in 1925-26, and 50:1 


per cent. in 1926-27. Table V of Report, No. 8 of the Farm Economics Branch 
of the Department of Agriculture, University of Cambridge. 
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of the live stock imported from Ireland for fattening in Great 
Britain was placed at about £7,000,000. There is also a trade in 
agricultural seeds, while sales of straw, hay, roots and similar forage 
crops also take place from one farm to another. It is certain, 
however, that expenditure on the purchase of raw materials 
and on goods to be used in further production is very much less in 
agriculture than in industry. 

Under the British system of agriculture, therefore, the farmer 
is faced with two primary items of expenditure—rent of land and 
wages of labour. At the time of the first Census of Production 
the former probably amounted to fully a quarter of the value of 
the agricultural output of the country. In comparison expendi- 
ture on purchases of materials required for use in production— 
which in the non-extractive industries is of much greater 
consequence—assumes a secondary importance. But rent and 
labour charges are precisely those which are least tractable to 
revision in accordance with changes in the general price level. 
The importance of price changes upon British agriculture, there- 
fore, arises not merely through the extended “‘ time lag,” but also 
on account of the character of the principal items comprising the 
expenses of agricultural production. Outside Great Britain, 
however, the importance of rent is very much less, while in 
Ireland, and on the Continent of Europe generally, even wages of 
labour do not enter into the expenses of the farm to any appreciable 
extent. The unit of agricultural production is still very largely 
the small holding, frequently owned by the occupier. On many 
holdings of this character a monetary economy hardly exists. The 
land is the property of the farmer and is the source of supply of 
food for his family and his live-stock, and of seed for his next 
year’s crops, while it is cultivated by his own labour and that of 
his family. His surplus produce is sold off the holding, however, 
and the price obtained is governed by price movements on the world 
market. But in fact the circumstances are reminiscent of barter, 
for the very market town in which the peasant proprietor’s 
produce is sold is the mart for the purchase of the manufactured 
goods he requires. The exchange character of the transaction 
is hardly obscured, although money is the medium by which it is 
effected. At hardly any point, however, in the agricultural 
economy of the peasant proprietor does money serve as a store 
of value, and it is to its weakness in this field that cyclical move- 
ments of industrial and agricultural prosperity and depression 
are ascribed. 

D. A. E. Harkness 


























THE SIGNIFICANCE AND USE OF DATA IN THE 
SOCIAL SCIENCES 


“THE social sciences, like the natural sciences, proceed 
upon the one great premise that the intricate flux of events 
can in some way be explained. What appear to be arbitrary 
or capricious happenings can be fitted into a scheme which 
has no room for anything but dependable uniformity and 
regularity. Such is the first article of the scientist’s creed. 
The second article of that creed is that the one way to come 
to a knowledge of these hidden uniformities is by means 
of those patient and methodical inquiries which we call 
research.” 


This, the opening paragraph of an address by Professor 
Young on “ Economics as a Field of Research,” 1 is so compre- 
hensive and so clearly expressed that one may regret its use as 
the opening of a brief address on a specific branch of a great 
question. It might well be the introduction to a general treatise 
on the social sciences, which is very much needed, possibly along 
the lines of Claude Bernard’s An Introduction to the Study of 
Experimental Medicine. This thought is suggested by Professor 
Young’s treatment of the intricately complex difficulties of 
research in the social sciences and the similarity of trend of 
thought expressed by Bernard. The following brief quotations 
from Bernard indicate this similarity : 


“Jt is therefore clear to all unprejudiced minds that 
medicine is turning toward its permanent scientific path. 
By the very nature of its evolutionary advance it is little 
by little abandoning the region of systems, to assume a more 
analytic form, and thus gradually to join in the method of 
investigation common to the experimental sciences.” 


‘“‘ Reasoning is always the same, whether in the sciences 
that study living beings or in those concerned with inorganic 
bodies. But each kind of science presents different phenomena 
and complexities and difficulties of investigation peculiarly 


1 Allyn A. Young, ‘‘ Economics as a Field of Research,” Quarterly Journal of 
Economics, Nov. 1927. 
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its own. As we shall later see, this makes the principles 
of experimentation incomparably harder to apply to medicine 
and the phenomena of living bodies than to physics and the 
phenomena of inorganic bodies.”’ 


‘“‘ Experimentation is undeniably harder in medicine than 
in any other science; but for that very reason it was never 
so necessary, and indeed so indispensable.” 


This work of Bernard’s was written two generations ago on an . 
entirely different subject, approached in an entirely different 
way, but the underlying mental processes and the trend of thought 
of Bernard and of Young are the same. 

In the introduction to a recent translation of Bernard’s book,} 
Professor Henderson indicates the simplicity and modesty with 
which the “ great physiologist ” almost doubtingly approached 
his subject, and his avoidance of “‘ a priori dogmatisms,” and leads 
up to the statement that 


“ Not until after the turn of the century did the movement 
which Claude Bernard had foreseen make itself felt. To-day 
it is well established and should be generally recognised. 
The result has already been a remarkable increase of experi- 
mental investigation and of rational theorising in the clinic. 
For the first time mathematics, physics, chemistry and 
physical chemistry, as aids to physiology, have passed into 
the hospitals.”’ 


We are led to wonder if seventy years from now some of the 
seemingly impossible problems of the social sciences may not 
have yielded to intensive attack and become matters of routine 
technique. Of one thing I am certain, that if Bernard had 
included or even visualised sociology as a science he never would 
have said that ‘‘ Experimentation is undeniably harder in medicine 
than in any other science.” 

Another interesting similarity between the attitude of Bernard 
and Young is their appreciation of and respect for the work of 
the past. To attract momentary attention by picking some 
point or principle on which time and study have thrown additional 
light, or on which the pendulum of opinion has swung, and saying 
that ‘‘ Adam Smith is out of date ”’ or ‘“‘ Mill’s work is obsolete,”’ 
is temptingly easy and only too common. 


1 Claude Bernard, An Introduction to the Study of Experimental Medicine. 
Translated by Henry Copley Greene, with an introduction by Lawrence J. 
Henderson. (The MacMillan Co., 1927.) 
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As it is incumbent on me clearly to show the importance and 
significance of data, before discussing their nature and use, I will 
further support the argument by reference to the work of Professor 
Mitchell, who, approaching the subject from an entirely different 
angle, has treated it with characteristic intensiveness. His views 
are indicated by the following abstract from his presidential 
address 1 which I have used in a former paper : 


“ The literature which the quantitative workers are due 
to produce will be characterised not by general treatises, but 
by numberless papers and monographs. Knowledge will 
grow by accretion as it grows in the natural sciences, rather 
than by the excogitation of new systems. Books will pass 
out of date more rapidly. The history of economic theory 
will receive less attention. Economists will be valued less 
on their erudition and more on their creative capacity,” 
and that we must expect from quantitative methods “a 
recasting of old problems into new forms ”’ with much more 
likelihood that old explanations will be “ disregarded ”’ than 
that they will be “ refuted.” 


Here we have the same fundamental idea presented with 
interesting differences. Young in his paper clearly states the 
need of patient methodical research, but especially emphasises the 
importance of reasoning and logic in the use of data, while Mitchell, 
evidently agreeing as to the importance of sound reasoning, 
emphasises the value of ‘‘ creative capacity ” in the development 
of concrete knowledge which will be evolved by “ numberless 
papers and monographs” on specific subjects. As both are 
absolutely essential it is well that both should be strongly 
stressed. 

In the first chapter of Mitchell’s latest publication ? he gives 
an exhaustive analysis and an historical study of the processes 
involved in business cycles. This analysis clearly shows the 
importance of psychological factors in his problem, and con- 
clusively proves the need for the development of quantitatively 
stated psychological data. The problem of business cycles is 
one of a comparatively small number of economic problems which 
have been so intensively studied and so scientifically treated as 
to place them in a class by themselves. To reach this conclusion 


1 Wesley C. Mitchell, “‘ Quantitative Analysis in Economic Theory,’’ American 
Economic Review, March 1925. 

2 Wesley C. Mitchell, “‘ Business Cycles, the Problem and its Setting,” National 
Bureau of Economic Research, 1927. 
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on this problem is a significant indication of the importance of 
psychological data quantitatively stated in the consideration 
of problems generally in the social sciences. 

A third paper giving important strength to the argument is the 
lecture of Sir Josiah Stamp on “ The Statistical Verification of 
Social and Economic Theory.”’! The lecture opens with the 
following paragraph : 


** Anyone who reflects upon the troubles and problems 
of the civilised world to-day must realise that questions 
are constantly put to economic science to which no clear 
answer, and sometimes no answer at all, is being given. If 
we are satisfied that no body of knowledge is worthy the 
name of science unless it has a capacity for development to 
meet such new needs, we shall be looking round to seo upon 
what lines growth and change in economics must take place. 
Will the old methods of inquiry and proof suffice, or must 
we seek new ones, not necessarily ‘ better,’ but more adapted 
to cope with the fresh problem and to unfold hidden secrets ? ”’ 


Taken as a whole the lecture is an earnest plea for more, and 
yet more, scientifically established data for use in the considera- 


tion of the problems of the social sciences. Coming from a man 
with intensively scientific training who has frequently been called 
upon for advice in the consideration of important problems 
requiring action, this plea is peculiarly forceful and pertinent. 

In the lecture he discusses the economic curriculum and method 
of work in one of the great universities in a manner which bears 
pointedly on this argument. This university he indicates is 
more interested in the consideration of economic problems and 
the development of reasoning than in research and the, production 
of data. He freely admits it is wise that at some university 
economics should “ be studied in particular juxtaposition to 
history and philosophy,” and the desirability of the development 
of methods of thought and logical reasoning from economic data. 
But he calls attention to the use of indefinite data and antiquated 
statistics in its curriculum and work, and criticises it as unpro- 
gressive. 

He might well have added that arguing from indefinite data 
is not logical reasoning. Mill has conclusively shown? that a 
clear statement of a problem, and unequivocal defining of data 


1 Sir Josiah Stamp, ‘‘ The Statistical Verification of Social and Economic 
Theory,”’ Sidney Ball Lecture, November 5, 1926. 
2 John Stuart Mill, A System of Logic. 
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used, is a fundamental necessity in reasoning to a logical con- 
clusion, and that indefiniteness in statement of data may be 
expected to lead to erroneous conclusions. It is, of course, 
entirely proper, in the training for logical reasoning, to use hypo- 
thetical data ; for instance, that the moon is made of green cheese ; 
but the careless or indefinite use of data is inexcusable. The use 
of such data in the consideration of the problems of the social 
sciences is seriously hampering their development. A large 
proportion of the literature treating specific problems and of the 
propaganda for new ideas and theories is so ably presented and 
so logically reasoned that there is a distinct tendency to be 
convinced by the soundness of the reasoning without a careful 
analysis of the data used, and whether or not all factors affecting 
the problem have been included. 

To have work of the nature described by Sir Josiah, or men 
with the training indicated, turned loose in the world under the 
egis of a great university is more than negatively unprogressive, 
and may well be characterised as positively harmful and 
thoroughly unscientific. 

Much other literature bearing interestingly and strongly on 
the subject might well be quoted if the limits of a single paper 
permitted. These three are chosen as convincingly supporting 
my argument. The fact that they are all from the economic 
field is interesting, and is probably due to economics being more 
highly organised and better defined than other branches of the 
social sciences, with result that economists are apt to write more 
concretely and succinctly. Also I may add that as I have 
discussed this general subject very fully with these three men, 
and as these discussions have had an important part in forming 
my ideas, I write this paper with confidence that they will be in 
agreement with its general conclusions, whether or not in accord 
with the line of argument and citations. 

In this argument I have attempted to show conclusively that 
the social sciences, including therein economics, are in the throes 
of a great evolutionary trend toward more exact and more scientific 
methods, and that, as Marshall said, with his prophetic vision, 
“‘ There is a growing need for a thorough analytic, and therefore 
realistic, study of economics, of the same order as that which is 
given to physics and physiology.” 

Fundamentally the processes in all sciences are the same. 
They all have the same purpose—to add to the fund of human 


1 Alfred Marshall, The New Cambridge Curriculum in Economics and Associated 
Branches of Political Science. (Macmillan & Co.) 
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knowledge. Their problems differ, but in each a problem is 
solved when indisputable logic, based on unassailable facts, brings 
an unanswerable conclusion. When a problem is so solved it 
ceases to be a problem and becomes an addition to knowledge, 
available for use as data in the consideration of other problems. 
Thus is a science built up, brick upon brick, by the securing of 
data and its application by logical reasoning. The process of 
reasoning, the application of indisputable logic to a problem, is 
the key which unlocks the door. As the process of reasoning is 
similar in all sciences, its application to social science only requires 
the development of a generally accepted terminology and a 
mutually understood system of thought adapted to the con- 
sideration and discussion of its problems. As indicated in the 
opening argument, much enlightening thought has been given 
this question and more may well be given. It is, however, aside 
from the purpose of this paper and is referred to merely to indicate 
the vital importance to the social sciences of clear and generally 
understood methods of reasoning. 

The great difference between social science and other sciences, 
in fact the great difference between each of the sciences, is the 
difference in the nature of the phenomena under consideration. 
These differences in phenomena require the development in each 
science of methods of investigation, systems of measurement and 
comparison, experimental apparatus, and a technique peculiar 
to itself. These methods and technique are the equipment for 
the production of the data on which reasoning bases conclusions. 

It may therefore be stated that the purpose of scientific investi- 
gation in social science is the production of data which logical 
reasoning can apply to and use in the conduct of human affairs. 

It is also axiomatically clear that data to be of value for this 
purpose must be so unequivocally stated and defined that they 
can be applied, analysed or tested by other minds. This requires 
the investigator, when presenting or discussing the results of 
research, to use great care in the description of methods of investi- 
gation and to specifically define terms used which have not a 
generally understood and accepted significance. In fact it means 
the development in social science of a more or less standardised 
type of scientific paper which will be generally used in presenting 
and discussing problems. 

Except in certain branches of economics, most of the socio- 
logical and economic literature does not clearly state and define 
its meaning, and therefore is not of value in the pursuit “ of 
those patient and methodical inquiries which we call research.”’ 
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This does not mean that the literature has no value, and in fact, 
as most of it was written for another purpose, is not even a criticism 
of it. To say that an article written for one purpose is not of 
value for another is not criticism. There is a clear distinction, 
not always fully appreciated, between such a scientific paper and 
a paper written by a scientist. For example, there is a constant 
and pressing demand from the community for information and 
advice as to the best line of action on some sociological or economic 
problem or condition on which action must be taken. Naturally 
a man trained in the specific field is called upon, and it is an 
important duty and obligation of a scientist to respond to such a 
call. The report or treatise which results may well be of the 
highest value and give the best solution of the problem, or state 
the safest lines of action possible within the limits of existing 
knowledge and experience. This is a necessary function of the 
scientist but is not his creative work. It is the process of reasoning 
from and applying existing information. In so far as it is based 
on proven data it is scientifically sound, but under existing 
conditions in the social sciences it must of necessity usually 
include data not scientifically proven, the value and effect of 
which must be estimated and judged. 

Such a treatise or report fulfils a great function of the social 
sciences as it gives to the world the application of existing know- 
ledge. It is the key that unlocks the door. But it has no 
creative value because, if it is entirely based on proven data, it 
adds nothing to the fund of knowledge, and if it is in whole or 
in part based on unproven data, it is an opinion, not a finding. 
It is a treatise by a scientist, but is not of value in the develop- 
ment of knowledge. Such a report may include personal research 
work properly presented and stated, and if so, is of course to that 
extent scientific investigation. 

Treatises of this nature are of great value in the development 
of social science as, in their use of unproven data, they tend to 
indicate and emphasise the problems needing investigation and 
are a fertile field to which scientists may look in the selection of 
problems for research. If the writers of such treatises would more 
generally be careful to indicate the fact when they use data based 
on opinion, they would increase this value. 

We thus have two great functions of social science, the acquisi- 
tion of knowledge and its application to the affairs of the human 
race. These two functions are, of course, inter-allied and inter- 
dependent. In fact they are often jointly worked upon by the 
same mind. But there is a clear difference between the purpose 
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and objective of each which requires different methods of thought 
and technique. In discussing the methods and technique which 
is being developed for the acquisition of knowledge by intensive 
research it seems necessary to emphasise this distinction. 

If the need of intensive research and the purpose and use of 
data has been sufficiently discussed I will take up the question 
of the nature of the data which can be evolved from the pheno- 
mena presented by the social sciences, data being the facts or 
assumptions, the premises, on which logical reasoning is based. 

In discussion, the data used in the consideration of the 
problems of the social sciences have been divided generally into 
two classes, qualitative data and quantitative data. The use 
of the terms qualitative and quantitative in this connection was, 
I think, first made by Marshall, certainly he was the first to 
concretely emphasise the importance of the distinction indicated 
by the terms. He did not give a definition of his concept in 
their use, nor has anyone since given a clear definition which 
has been generally accepted. As the terms are used frequently 
in sociological and economic writing and discussion, with evident 
difference in the significance and scope given them, it seems wise 
to consider their use. Certain restrictive definitions have been 
made; for instance, it is quite common to say “ quantitative, 
that is statistically stated,’ or “‘ quantitative, that is mathe- 
matically ascertained.”’ It is clear to me that Marshall used the 
terms with a much broader significance, as have many of us 
since. 

The word quantitative contains the element of measurement, 
by some standard, of the quantity, degree or comparative relation 
of a factor contained in a phenomenon. But there is nothing 
inherent in the word which limits its significance to the specific 
use made of it in analytical chemistry. The Century’ Dictionary 
gives the following definitions: “‘ Quantitative—relating or 
having regard to quantity or measurement.” ‘‘ Qualitative— 
non-quantitative; relating to the possession of qualities without 
reference to the quantities involved; stating that some pheno- 
menon occurs, but without measurement.’ These definitions 
seem to accord with the general use of the words by sociologists 
and economists who are interested in ‘“ quantitative” develop- 
ment, and the tendency of their critics is to narrow and restrict 
the definitions. 

To apply the distinction made by the Century Dictionary I 
give the following example. In an economic study of the relation 
between the interest rates on short-term notes and the price of 
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long-term bonds it was observed that bond prices uniformly 
followed the note interest rate, but only after an interval of 
time. This interval was ascribed to the psychological fact that 
the bond investor acts more slowly than the note buyer and 
takes more time for consideration. This fact was noted, and 
the conclusion that bond prices followed note interest rates was 
modified by the statement that there was an interval of delay 
due to psychological “lag.” In this case the psychological lag 
was used as a datum in the consideration of the problem and was 
a qualitative datum because it was not measurably or com- 
paratively defined. Later, intensive observations were made 
as to the period of time and a curve was put into the problem 
indicating how soon after a change in note interest rates the 
bond market would move. The minute this curve was put 
down on paper the psychological lag ceased to be a qualitative 
datum and became a quantitative datum. The quantitative 
nature of a curve is not dependent on its correctness or the 
conclusiveness of the investigation which produced it. All that 
is necessary to make it quantitative is that it shall be so stated 
and defined that its relation to the problem can be analysed 
and tested by some standard and confirmed or corrected. The 
ascertainment of the lag described is a measurement by intensive 
observation of the psychological average action of many minds 
considering two different types of transaction from different 
standpoints. It is nevertheless susceptible of conclusive deter- 
mination as indicated by the progress made by the economists. 
The distinction between qualitative and quantitative data is 
not a difference in the nature of the data, it is a difference in the 
method of statement. 

I have perhaps given undue prominence to this question, in 
fact etymological discussion is apt to be an unnecessary con- 
sumer of time. It is of minor importance where a word comes 
from, the essential is to make sure that the terminology used is 
so generally understood or so clearly defined that misunder- 
standing is impossible. But in this case the intent is to give 
definitions of qualitative and quantitative which will accord 
with their use by Marshall and others who have discussed the 
quantitative development of the social sciences. However well 
I may succeed in this purpose I can at least define them as used 
in this paper. 

I will therefore define the terms qualitative and quantitative 
data, as used in the consideration of phenomena in social science, 
as follows : 
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Qualitative data are factors, elements or conditions observed 
or ascertained to exist in phenomena, the relative value or com- 
parative importance of which have not been measurably stated 
and defined. 

Quantitative data are such factors, elements or conditions 
which have been subjected to intensive analysis and their relative 
or comparative force or effect on a phenomenon defined, measured 
and stated. 

It will be noted that under these definitions qualitative data 
are necessarily the precursors of quantitative data, as the exist- 
ence of a factor must be observed or ascertained before its force 
and effect can be measurably considered. Qualitative data can 
be and are properly used in the consideration of problems, and 
their treatment with such data is often referred to as the meta- 
physical method, but more properly may be specifically defined 
as the dialectical method. 

A quantitative datum is a qualitative datum which has been 
defined, stated and measured by some standard. The words 
“ by some standard ”’ are put in to signify that there are standards 
which can be used for the measurement of the force and effect 
of a factor ascertained to exist in a phenomenon that are neither 
mathematical nor experimental. For example, the colour green 
is found to exist in phenomena of a certain class, and qualitative 
observation shows that it exists in different examples of this 
phenomenon in varying shades. An analysis of the different 
effect on the phenomenon of the varying shades is undertaken, 
and for this purpose a card is made with ten shades of green, 
varying from light to dark and lettered from A to J. By the 
application of this standard it is found that example number 
one of the phenomenon contains shade D, number two contains 
shade G, and so on. If all the other factors in the phenomenon 
are quantitatively measured and the different examples of it 
compared, the force and effect of green on the phenomenon can 
be quantitatively and definitely ascertained. In this case there 
is no use of grammes and centimetres, no element of experimen- 
tation, and yet-the result is a quantitatively stated datum for 
the consideration of the problem. A clear understanding of this 
point is made necessary by the difficulties and complexities met 
in the creation and use of psychological data. 

The quantitative nature of a datum is not dependent on the 
accuracy and soundness of the measurement, but entirely on the 
fact that it is so stated and defined that the accuracy of the 
measurement can be analysed by another mind and confirmed 
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or corrected. The treatment of a problem with such data has 
been and may be defined as the scientific method. 

The line of demarcation between these two methods, the 
dialectical and the scientific, is not clearly defined, and in usage 
they are constantly overlapping. But the fundamental difference 
and the value and difficulties of each can be discussed. 

The dialectical method is an absolute necessity in the con- 
sideration of problems which must be acted upon and which 
contain factors that have not been quantitatively stated. It 
is characterised by the fact that the evaluation of its data is 
largely dependent on opinion, experience or erudition, which 
opens the door to a very wide range of discussion and specula- 
tion. This method should be and will be used as long as there 
are indefinite or new problems in social science. As each step 
made, which throws light ahead, seems to open up new vistas 
and as we can hardly visualise the solution of such a problem 
as the relation between the human body and the soul, it may 
be assumed that the dialectical method will continue to be an 
important factor in the development of social science indefinitely. 

The principal difficulties in this method come from its in- 
definiteness. There is such constant danger of the omission of 
some factor from a problem or confusion in terminology, and 
the element of judgment is so important, that only the most 
highly trained and best minds can hope to be of value in its 
field. And yet the door is so wide open that it is temptingly 
easy for the untrained and immature mind to wander in, with 
result that there is in social science a hopeless mass of negatively 
good or positively bad literature and a lamentable waste from 
misdirected effort. 

The scientific method assumes a clearly stated problem, 
analysed to make sure that it is a simple problem and not several 
problems combined. It requires a careful study of factors 
bearing on the problem and a quantitative statement of each. 
A problem so stated is in form to have logical reasoning produce 
a solution. The reasoning must of necessity always remain 
dependent on the clearness and soundness of the reasoning mind, 
but if the problem is fully and simply stated it is comparatively 
easy to follow and check up the logic of the reasoning. The 
great difficulty in the scientific method is the creation and 
verification of quantitative data. 

Here lies the fundamental difference between the two methods. 
The soundness of a conclusion reached by the dialectical method 
largely depends upon the judgment and ability of the mind 
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presenting the conclusion, and upon the credibility of the data; 
whereas the scientific method presents its case in form for analysis 
and review by other minds. The dialectical method contains 
the elements of a dictum, the scientific method is in essence a 
challenge. 

The principal difficulty in the scientific method is the creation 
of quantitatively stated data. Many of the phenomena of the 
social sciences are so little understood and are so complex that 
it is not surprising we often hear the statement made, without 
pretence of proof or evidence except personal belief, that it is 
impossible to quantitatively solve such and such a problem. 
But it must be remembered that quantitatively stated data are 
not necessarily correctly stated data, in fact a first statement of 
an intricate factor may well be incomplete or inexact. The first 
statement is in effect a challenge to others to accept, refute or 
amend the finding, and the scientific method consists of a con- 
stant persistent analysing of data and the application of each 
amended or corrected form. The conclusion reached from the 
best established quantitative data is the best conclusion possible 
within the limits of existing knowledge. 

It is far easier than is generally assumed to quantitatively 
state an intricate factor, and once stated the process of analysis 
will immediately begin. Also qualitative data can be used in 
the scientific method by the mere assumption based on personal 
opinion of the force or effect of a qualitatively ascertained factor. 
For example, it may be stated that “it is assumed for the pur- 
poses of this inquiry that the differences of racial characteristics 
of the two nations under discussion will cause a deviation in the 
findings to the extent indicated by the curve inserted.” As a 
matter of fact this mere assumption is in effect a quantitative 
statement of the factor as it gives a stated measurement of the 
effect of racial difference in form for analysis and criticism. It 
is a start towards the establishment of a technique which may 
well in time produce conclusive results. 

A detailed study of the different types of data and methods 
of their quantitative statement would be sufficiently extensive 
to justify a separate inquiry. I will therefore merely say that 
quantitative data have been developed, in varying degrees, by 
the statistical method, the case study method, observation and 
experimentation; and further, that experimentation in many 
social science phenomena, and the complexities of quantitative 
statement of psychological factors, are most in need of study. 
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Conclusion 


“The social sciences, like the natural sciences, proceed upon 
the one great premise that the intricate flux of events can in 
some way be explained.’ As ‘“‘ anyone who reflects upon the 
troubles and problems of the civilised world to-day must realise 
that questions are constantly put to economic science to which 
no clear answer, and sometimes no answer at all, is being given,” 
it is the manifest province of social science, not merely to discuss, 
but to undertake the solution of these problems. 

The scientific solution of a problem is accomplished by logical 
reasoning based on data which state the factors contained in the 
phenomenon under consideration. ‘‘ Reasoning is always the 
same, whether in sciences that study living beings or in those 
concerned with inorganic bodies. But each kind of science 
presents different phenomena and complexities, and difficulties 
of investigation peculiarly its own.’ Therefore social science 
must have methods of investigation and technique which will 
develop knowledge of the factors contained in its phenomena. 

The soundness of conclusions reached will depend on the 
accuracy and completeness of the data used in consideration. 
As “ knowledge will grow by accretion as it grows in the natural 
sciences, rather than by the excogitation of new ideas,” the 
necessary data must be developed “ by means of those patient 
and methodical inquiries which we call research.” 

JouN CANDLER COBB 














THE RECENT BANKING CRISIS AND INDUSTRIAL 


CONDITIONS IN JAPAN 





Tue banking crisis which took place in Japan in the spring of 
1927 was partly the aftermath of the great slump of 1920-1. 
Readjustment was proceeding slowly when the earthquake of 
1923 put all back. In consequence of the slump and the earth- 
quake following, banks were left with a number of bad debts on 
their books which sooner or later had to be dealt with. More- 
over, assets appraised at the inflated values of the war boom had 
not been adequately written down in many cases, and these, too, 
had to be dealt with. 

After the earthquake of 1923 an Imperial Ordinance ruled that 
drafts payable in the earthquake area which had been discounted 
by banks prior to September 1, 1923 (the day of the earthquake) 
should be rediscounted by the Bank of Japan and consequent 
losses to the bank should be made good by the Government to the 
amount of 100 million yen. Earthquake bills rediscounted by the 
Bank of Japan up to March 31, 1924, amounted to Y 430,000,000 
approximately. Many of these bills were redeemed, but in the 
spring of 1927 there was still about 207, 30,000 yen outstanding. 
The Government drew up and introduced into the Diet a measure 
for dealing with these outstanding bills, whose maturity had 
already been twice extended. The measure consisted of two 
Bills. According to the first Bill the Government was to issue 
5 per cent. public bonds to the extent of 100,000,000 yen, and give 
these to the Bank of Japan, by way of indemnifying the bank for 
losses incurred in rediscounting earthquake bills. 

The second part of this measure, called the Law for the Disposal 
of Earthquake Bills, dealt with the balance outstanding. Accord- 
ing to this law the Government was to issue 5 per cent. public bonds 
for 207,000,000 yen (including those to be given to the Bank of 
Japan) and lend them to the other banks holding earthquake 
bills for a period of less than ten years. One of the conditions 
attached was that these other banks should get a written agree- 
ment from the drawees of these bills that they should be redeemed 
within ten years. 

These two bills roused considerable criticism and suspicion, as 
it was believed their effect would be to benefit certain interests. 
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It was known that the Bank of Taiwan alone held about 90,000,000 
yen of these bills, the drawees being the well-known firm, Suzuki. 
Though both bills passed the Diet, financial uneasiness was not 
relieved. Runs on several banks were made. Large private 
banks approached the Bank of Taiwan for the refund of call loans. 
The Bank of Japan offered all accommodation possible, but 
eventually decided not to make further advances to the Bank of 
Taiwan without guarantees of indemnification from the Govern- 
ment. As the Diet was not sitting, the Government approached 
the Privy Council for an Imperial Ordinance whereby the Bank of 
Japan should be indemnified for losses on advances to the Bank 
of Taiwan to the extent of 200,000,000 yen. The request was 
refused, whereupon the Cabinet resigned, and on the following 
day, April 18, the offices of the Bank of Taiwan (except the Head 
Office and Taiwan branches) closed their doors. This aggravated 
the financial situation; several banks had already suspended, 
and runs on several first-class banks of sound standing tqok place. 
The new Government proclaimed a three weeks’ moratorium from 
April 22, during which a special session of the Diet was called. 
Two measures were introduced, one to indemnify the Bank of 
Japan for losses on advances to the Bank of Taiwan to the extent 
of 200,000,000 yen, and the other to indemnify the Bank of Japan 
for losses on advances to other banks to the extent of 500,000,000 
yen. These two bills were quickly passed, and on the expiration 
of the moratorium on May 13 financial calm had been restored. 
The serious problem left for the new Government to solve was 
the readjustment of the finances of some twenty-eight banks 
(with aggregate deposits of approximately 860,000,000 yen) 
which closed their doors during the period of the crisis. For the 
smaller banks the solution is in the writing off of deposits by 40 
or 50 per cent. and their absorption in anew bank. This new bank 
is the Showa Bank, named after the era of the reigning Emperor, 
the capital of which is 10,000,000 yen, mainly contributed by the 
first-class banks of Tokyo. This will probably solve the problem 
of the smaller banks. But it left the problem of the Fifteenth 
Bank, one of the largest and oldest Tokyo banks, with deposits of 
350,000,000 yen, unsolved. It is known as the Peers’ Bank, and 
members of the peerage hold a large amount of its shares and 
deposits, including a large proportion of unpaid shares. It was 
at one time the Treasury of the Imperial Household, which, at the 
time of its suspension, still held large deposits in it. It had made 
large advances to shipping and shipbuilding concerns on valua- 
tions made at the top of the shipping boom. The readjustment 
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of the bank was rendered difficult by the fact that half its capital 
(subscribed capital 100,000,000 yen) was unpaid, and the calling 
up of this amount will involve great distress, if not ruin, to a 
number of peer shareholders. The continued suspension of this 
bank had a depressing effect on financial conditions in general. 
Under its readjustment scheme it will receive a credit of 
80 million yen from the Bank of Japan, capital will be cut to 
one-fifth, and unpaid capital called in. 

The panic caused a great diversion of funds from the smaller 
to the larger banks. It was very difficult at first for these large 
banks to find outlet for these suddenly accumulated funds, 
especially under the present depressed industrial conditions. A 
great amount was invested in bonds, and especially in the purchase 
of domestic bonds issued abroad, and in foreign bonds. It is 
estimated that between 20 and 40 million yen left the country in 
the four months following the panic. In August the Government 
loaned 120,000,000 yen to prefectures for the purpose of diverting 
funds from the cities to the rural districts. In September the 
Ministry of Finance decided to advance 50,000,000 yen at low 
interest to sericulturists to stabilise the cocoon and raw silk market. 

Prior to the panic the yen had reached 2s. 0,3,d. T.T., the 
highest point for many years. In the early spring of 1927 there 
were persistent rumours that the gold embargo would be lifted, 
and these were partly responsible for the level of the yen at this 
time. After the panic the yen fell to ls. 102d. T.T., and in spite 
of an excess of exports, unusual at this time of the year, it has 
remained at this low level. The export of funds referred to above 
is partly responsible for this. But it should be remembered that 
the yen is to some extent influenced by the Chinese silver market. 
The Indian Currency Bill, involving the demonetisation of silver, 
had caused in China a sale of silver for yen and thus given some 
strength to the yen. But the subsequent re-purchase of silver 
for yen has been a factor in the recent weakening of the yen. 

Various banking reforms are in progress. The Government 
is encouraging amalgamation. At the beginning of 1927 the 
banks in Japan numbered 1500, and this number was reduced by 
eighty-four during the first nine months of 1927. By the new 
banking law an additional number of banking inspectors were 
appointed. A factor contributing to the seriousness of the late 
crisis was the payment, on demand, of fixed time deposits. After 
the crisis the Tokyo bankers came to an agreement that, in future, 
fixed time deposits should not be paid before maturity. 

On the whole'the crisis may be explained as a writing off of bad 




















1928] BANKING ORISIS IN JAPAN 79 


debts and a writing down of values, work which should have been 
completed five years ago, but which was further delayed by the 
great earthquake of 1923. This being done, there is no doubt 
that the situation will be healthier, for neither the industrial 
situation nor the condition of national finances give cause for 
great pessimism. Domestic trade of Japan is far greater in 
volume than the foreign trade, and the following are figures of 
freight traffic on railways for the first eight months of 1925-6-7 : 


(000’s of tons.) 
1925. 1926. 1927. 


5136 5488 5391 
As regards foreign trade, the amount has been approximately 
stationary, but for the first nine months of 1927 there has been an 
export surplus instead of the usual import surplus. 


1926. 1927. 
Imports . 5 ; q - 1,910,665,704 1,492,234,291 
Exports . ‘ ‘ F 1,507,475,757 - 1,702,295,955 


Production of staple commodities shows very favourable 
progress if compared with the average output for the years 
1921-5. 

Index of Production.* 








Cotton Cotton Raw 
Yarn. Tissues. Silk. Coal. Copper. Paper. 
1921-25 : 100 100 100 100 100 100 
1927: 
January . 121 132 72 117 102 150 
February . 124 132 73 104 87 151 
March ; 126 139 141 128 111 153 
April . : 132 146 140 114 114 161 
May . ‘ 117 141 147 117 112 163 
June . ‘ 117 139 182 119 105 164 
July . . 110 129 213 117 98 163 
August : 110 126 210 105 101 171 
September . 113 133 184 113 108 166 
October. 116 135 180 122 113 169 























Political troubles in China and decline of silk demand from 
the United States have been two factors for concern in the indus- 
trial situation. As regards China, exports during the first eleven 
months of 1927 show considerable decline : 


Exports to China. 
(First eleven months of year.) 


1927. 1926. 
Yen . , ‘ . : 488,868,000 542,986,000 





1 Index Number prepared by Mitsubishi Goshi Kaisha. 
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One of the encouraging factors of the silk industry has been 
the increased demand from Europe :— 


Silk Exports to Europe. 


1925. 1926. 1927. 


England (Y1000). . .  . 319 912 1,263 
France (Y1000) . . .  . 1,532 7,799 17,451 
Italy (Y1000) . wet = a 42 


As regards national finance, expenditure during the last five 
years has increased a little :— 


t 


National Expenditure (Y1000). 


1921-22 ; . ‘ ‘ . 1,489,855 
1922-23 : ; : ‘ . 1,429,689 
1923-24 . : : : . 1,521,050 
1924-25 : ; : , . 1,625,024 
1925-26 ’ ; ? ‘ . 1,580,462 
1926-27 ‘ ; ‘ ‘ . 1,639,382 
1927-28 ¢ ; , . . 1,717,000 (approximate estimates) 


National Debt Outstanding (Y1000). 


End of March, 1921 . - . ‘ - 3,234,044 
1028. ‘ ; > . 3,808,661 
1925. ‘ ‘ . 4,329,733 
August 31, 1927 . ‘5 ss - . . 5,193,731 


Of this National Debt the external debt amounted to approxi- 
mately 1,500,000,000 yen on March 31, 1926. Against this 
external debt Japan has made the following loans and export of 
capital to foreign countries ; amounting in all to 1,400,000,000 yen. 


Export of Capital to Foreign Countries from Japan. 


(Yen 1000.) 


European and American loan bonds owned . ° ° ‘ 70,000 
Loans to China . . : 5 - ‘ji : . - 260,000 
Loans to Russia ; F J - ‘ : + 290,000 
Invested in cotton-spinning and other industries in China . - 400,000 
Invested in South Manchuria Railway Co., and other industries in 
Manchuria . . : ° : ‘ : a : - 300,000 
Invested in rubber and other industries in the South Seas. ‘ 40,000 
Others . ; 4 ‘ A ® ‘ ‘ ‘ r ‘ 50,000 


The interest on Chinese loans is in arrears, and that on Russian 
loans a bad debt, so that the total proceeds from these investments 
is greatly reduced. In the year 1923 the total interest was not 
more than 95,000,000 yen. 

TREVOR JOHNES 


1 Estimates quoted from the Japan Year Book, 1927, p. 453. 

















REVIEWS 


An Economist’s Protest. By Epwitn Cannan. (London: P. 8. 
King & Son. 1927. . Pp. xv + 438. 8vo. 16s. net.) 


Tuts book might briefly be described as a full-length presenta- 
tion of the intimate feeling and overt utterance during a crucial 
period of one justly in the front rank, sadly thinned of late, of 
outstanding economists. As such it calls for attention corre- 
sponding to so ample a display of the characteristics of the author. 
They may be thus outlined. Independent and stimulating, if 
sometimes stiff and often provocative, thought; wide, precise, 
recondite knowledge; positive stout belief; quick and keen and 
definite judgment; terse, accurate and lucid exposition; 
trenchant logical dialectic; and the free, neat use of telling, 
though it be also caustic, illustration. These shining qualities, 
it could be hinted, have their defects, to which we shall draw 
notice afterwards; but we would preface more detailed comment 
with an initial summary. In the form taken by Dr. Cannan’s 
“selection from a considerably larger number of letters and 
articles, published and unpublished,” written from 1914 to 1926, 
“left almost exactly in chronological order”’ instead of being 
re-arranged ‘‘ under subject-headings,” and reproduced verbatim, 
save for the correction of a “ few obvious slips of the pen and 
misprints ” and ‘‘ faults of expression,” and for the erasure in some 
cases of the “‘ names of correspondents” and of “ others,” so 
that, ‘litera scripta manet,”’ we get a speaking picture of the 
living man. It can appropriately be put beside the companion 
tribute 1 of a few months back, honouring alike to the Emeritus 
Professor and to an able group of admiring pupils. May we use 
the privilege of long friendship to suggest at once that his “ bark 
is worse than his bite’’?. While he is capable, as he concedes 
in a piece printed here, of a ‘‘ good scolding ” of a book as if it 
were_an “ essay submitted ” by a pupil, his sterling native kind- 
ness is not only set beyond impeachment by the collected testi- 
mony of pious affection which we have mentioned, but is betrayed 
characteristically in an addendum on these very pages. For he 
ends his letter with the words: ‘“‘ You must excuse my freedom,”’ 
for “ it isn’t every day that I have a book dedicated to me.” * 


“ce 


1 London Essays in Economics in Honour of Edwin Cannan. 
2 He was linked in the dedication with Mr. J. E. Cohen and Mr. J. A. Hobson. 
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The incident may be quoted, as this item serves to illustrate a 
drawback of the general scheme of compilation. The treatment, 
important intrinsically (and it is freshly and deftly handled), 
of the reasons “‘ why the institution of property is maintained ” 
cannot be grasped very readily without having before us Dr. 
Scott Nearing’s book, to which his critic refers by cited page; 
and the paper itself seems admissible by a generous compre- 
hensiveness alone. We can easily imagine, had he so preferred, 
how Dr. Cannan would have done better concentrating on the 
topic which, as it is, bulks most largely. Following a straiter 
path he could, no doubt, have given even more instructive and 
convincing a disclosure of the subtle, spreading poison of currency- 
mongering. That happened, it should be noted, as he aptly 
comments, in more deadly and pronounced degree after the 
Armistice than during the war itself, at a time, that is, when 
apology for blindness to the repeated lessons of past history, if 
ever an excuse was adequate, had become lamer, through relief 
from stunning and bewildering stress. The ugly reality, stripped 
of all disguise, is now demonstrated that, like other countries, 
we, to a less extent, met expenditure, indirectly it might appear, 
and, it could be plausibly professed (though Dr. Cannan deals scant 
allowance to the plea), without deliberate conscious intention, 
in effect through a forced loan, raised at the immediate cost of 
many and to the eventual prejudice of all, even the Government 
itself, by the issue of paper that was actually inconvertible. The 
Professor’s triumph in this controversy, to which we shall make 
further reference, is the greater, as, removing layers of camouflage, 
he forced into the open skulking manceuvres both of emission 
and of withdrawal of the Treasury notes, and also because the 
enveloping mists he was resolutely dissipating had so fogged the 
atmosphere that Mr. Lloyd George, Prime Minister, typically 
insaisissable, according to the witty label affixed by grim French 
irony, in amateur insouciance was wont to talk of the status and 
the value of the “ sovereign”’ when he should properly have 
distinguished the worth and position of the “‘ paper pound,” and 
“* monetary experts,” and, among them, co-professors of economics 
in a topsy-turvy fashion, as Dr. Cannan stigmatises, reasoned 
that the additions to the paper currency were the required conse- 
quence rather than the starting cause of the rise of prices. On this 
predominant subject the method adopted here entails repetition, 
though the persuasiveness of the argument may be increased 
thereby and the demonstration to which we have specially 
referred gains clarity and completeness. 


nl we, ~ 
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Dr. Cannan himself denotes two lines of “ protest’ as con- 
verging to desiderated unity. ‘‘ The one,” he says, is directed 
against ‘‘ what may be called economic nationalism or nationalist 
economics ”’ and on the other he rebuts “ expedients which ought 
to be rejected whether the economic ideal aimed at is nationalist 
or cosmopolitan’; and he declares that these two are “so 
intertwined that it is undesirable to try to keep them apart.” 
“ Even,” he adds, ‘“‘ the choice and management of a national 
currency is inextricably mixed up with international relations.” 
Those who are, like the writer, substantially in accord with him 
on the chief points of difference in the monetary debate, may 
yet deem more vulnerable his position as a “‘ mundane ”’ rather 
than a “national’’ economist. It seems that this ruthless 
emphasiser of hard awkward fact is led into what is suspiciously 
akin to fanciful Utopia, or is complacent self-delusion, when, for 
instance, he sanguinely forecasts world-economic conceptions 
and cosmopolitan harmony as compelling substitutes for narrower 
militarism, regarded apparently by him as the sole instigator 
of nationalist, or imperialist, fiscal arrangements tainted by the 
heresies he reprobates and the entire cause of the discords he 
connects therewith. All cannot keep company with his assurance 
over this uncertain ground. To his blame, however, of “‘ expedi- 
ents” other than inconvertible paper which “ ought to be rejected ” 
by nationalists and cosmopolitans alike, but which were never- 
theless tried vainly or unhappily between 1914 and 1926, most 
will assent. We may acknowledge the need and force of his 
scornful chastisement of the facile, popular charge of “ profiteer- 
ing”’; and appreciate his opportune explanations of the whole- 
some influence of rises of special as contrasted with general prices. 
It is a fit use of an epithet, rather favoured by him, which often 
carries no more weight than that lent by the approval of the user, 
to pronounce him ‘“‘ sound ”’ in his early reminder that it was idle, 
hazardous folly to think or say that the working classes could be 
spared from feeling, later if not sooner, the burden laid by the 
destructive spending of the war, and, similarly, then and after- 
wards, that it was perversely futile to preach, advertise, or make 
an onset on the voluntary expenditure of the rich, much smaller 
in the aggregate, in lieu of dealing drastically with the larger total 
of the less variable consumption of the poorer masses, if supplies 
perforce curtailed were to go round. It was a pertinent and 
informing comparison which he drew between the action of the 
Governiaent in the two matters of sugar-selling and of railway 


fares, trying to ease onus in the former while purposely adding 
G2 





84 THE ECONOMIC JOURNAL [MARCH 


pressure in the latter. And yet, he grimly and pithily observed, 
the second found prompt acquiescence while the first bred dis- 
appointed discontent and resenting friction. On these as on 
other vexations of war time his fine and rare acumen, and his 
large fund of sage common-sense, were turned with sure celerity ; 
and, as we read, or re-read, not a few of these many letters, 
articles and reviews, we are impressed by the insight and the 
foresight shown. It would have been a loss if they had not been 
preserved in some shape, and they contribute indispensable 
traits to accurate full portraiture of the living man. And yet 
we remain obsessed by inconsiderate hankering for a different 
meal. Perhaps, when an occasion we shall mention at the end of 
this review arises, Dr. Cannan will still meet our craving for a 
feast less spread but not less nourishing. In the present menu 
readers of the Economic JOURNAL can renew acquaintance with 
not a little that appeared originally on these pages. They will 
welcome the refreshment, but it may interest them to learn that 
for 1918 four of the five pieces have that source, and that between 
a fourth and a third of the whole number of papers and about 
two-fifths of the total contents of the book were thus first put 
into print. 

Publishers, alas! (and even dignified University Presses) have 
the habit of preliminary “ puffs” of their forthcoming wares. In 
the case of this book, we are informed that a certain “ unity ”’ is 
given to the “ selection”’ by the “‘ human interest’ of “‘ watching 
a single man struggling against the current of the popular beliefs 
of the moment.” The author himself, in his humorous and 
candid preface, quizzingly retorts to the “ impertinent ” inquiry 
into his service during the war with the title of the book; and as 
we turn its pages we are reminded of the parallel of “‘ Athanasius 
contra mundum.” The attitude of protestant is cohgenial, and 
the host of those with whom he finds himself in conflict is as 
varied as it isnumerous. We remember too that while the impartial 
verdict of history has allowed that a champion of orthodoxy as 
able and as resolute as the Alexandrian Father was needed to turn 
the tide of the Arian heresy, well-nigh successful, the damnatory 
clauses of the creed bearing his name have repelled, if they have 
not enraged, many believers since. And we ask whether Dr. 
Cannan, vindicated for his strenuous resistance to the mirage of 
currency miracle, is not too prone to doom to “everlasting per- 
dition ’’ every dissenter who will not keep ‘‘ whole and undefiled ”’ 
the faith delivered in each clause of his credo. The announced 
design of the book lends itself to this consequence, but the search 
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for who or what comes scatheless from the strict ordeal is not soon 
rewarded. The shopkeepers who palmed their stale or spoiling 
wares on unpatriotic hoarders ar-, as we understand, an exception. 
We should have expected ridicule of protectionists, whether 
professors sitting on an agricultural ‘“ tribunal ’’ or men of business 
planning “ safe-guarding,”’ and the like. Unofficial investigators 
such as Mr. Lloyd George’s-Land Inquiry Committee are as 
drastically castigated as Departmental Committees on Prices, and 
Commissioners instructed by Government to inquire into the 
causes of industrial unrest. The faux pas of State ‘‘ interference ”’ 
itself during the war and after is visited with blame which may 
not have been undeserved; and pace Dr. Dalton, should he hug 
the solace of some collectivists that the transgressing authorities 
were tarred with the brush of a capitalist regime, the unfounded 
assertions of Socialist newspapers are not exempted from his 
master’srebuke. Professors of economics, both old and new, are 
admonished. We must be sensible of delicacy in the-situation 
when Dr. Cannan was, as we suppose, expected to bless Adam 
Smith, for, while there were “ three great things which he did 
accomplish,” ‘“ very little of his scheme of economics has been 
left standing.” Marshall and Professor J. B. Clark, for all their 
repute, are sentenced as guilty, the first of an “‘ awkward ”’ state- 
ment, and the second of ‘“ absurdity.” Being no respecter of 
persons, his speech to his adversaries on money is, of course, not 
minced, but Dr. Cannan also dilutes his praise of writers he 
commends, such as Professor Cassel, with chastening reminder ; 
and he thinks that Nicholson, honourably mentioned, as is fit, for 
his prompt detection of the currency danger, went astray, or misled, 
in his use of the term inflation. 

This general censure is neither pointless nor gratuitous, and 
Dr. Cannan is an acute and candid critic. But we should still 
lodge the demurrer that, while the affirmation of his own views 
is obviously immune from any qualm of misgiving, the damning 
charges brought against opponents, great and small, be the 
differences slight or more considerable, are excessively provoca- 
tive. The writer had the perverse diligence to bring together 
epithets and descriptions contained in the first fifty pages; and 
their conformity to type is close. “ Perfectly futile,” ‘ truly 
amazing,” ‘‘ quite unsound,” “‘ preposterous scheme,” ‘‘ hopelessly 
rotten ideal,” ‘‘ a fool’s paradise,” “‘ a mare’s nest,” ‘‘ mad as a 
hatter,” ‘‘ meddlesome busybodies,” ‘‘ gross misuse of language,”’ 
“ topsy-turvy view,” ‘“‘ contradiction in terms,” “‘ general cackle,”’ 
“* a queer world ”—such may serve as samples; and after that we 
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are prepared, and not very shocked, to learn that “ nothing else ”’ 
but bad economics “ is to be expected from committees of middle- 
aged men in view of the recent state of education in elementary 
economics,” while we agree that a ‘“‘ smattering of economic 
theory ’’ is in sober, if sad, truth a “ very dangerous thing.” Yet 
the conclusion is that Dr. Cannan does not “‘ suffer fools gladly,” 
or would at any rate “answer them according to their folly.” 
And also that tolerant or conciliatory approach is alien to his 
combative temper and a negligible factor in his controversial 
tactics. It is, if we may say so, ‘“‘ pretty Fanny’s way,” and we 
have already applied the proverb that his “ bark is worse than his 
bite.” If he is a born he is also a straight fighter; and, though 
they seem unamiable, we must indulge his foibles, if en revanche we 
would enjoy the total as well as the marginal utility of his virtues. 

Their high measure was conspicuous in the monetary crisis to 
which we would again refer as we end this review. The story 
from its opening phases, through its successive chapters to its 
culmination and finish, can, as we construct it, be best told by the 
use of metaphor at the risk of mixture. Dr. Cannan then with 
keen scent smelt the rat. With relentless pertinacity he pursued 
the pest in all its turns and twists, as it doubled and doubled 
again, on its tracks. He penetrated to the inmost, darkest recesses 
of its hiding-places. He was not led away by any red herring 
drawn across his path. He felt and declared throughout the need 
of killing and not scotching. He dragged the verminous nuisance 
forth into the broad full light of day, and the fighting had been so 
hot, the capture was so sure and the destruction so complete, 
that in the end he won complimentary acknowledgment among 
those who had dissuaded or delayed, or held aloof, or had tried to 
hinder or divert. As we now look back to an episode beyond 
recall we must regret that one potent cause at least: of our sub- 
sequent troubles was not avoided. When we note the inevitable 
lag and irritations of wage-adjustment, and attempt to gauge on 
the one hand the onus, or vanity, of making workmen, or the 
public at large, grasp the relations of money to prices, and try, on 
the other, to compass the soaring flights of the gossamer bubbles 
blown by currency cranks and credit conjurers, we must be very 
sorry that we did not resort either to taxation, formidable as 
was actually its weight, or to borrowing that meant real curtail- 
ment of spending, not of other saving alone, by the lenders, to find 
the revenue needed to supply the portion of the State’s funds 
which was got with temporary convenience by this deceptive 
means. Dr. Cannan saw the position almost from the outset. 
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At an early stage at least he descried and denounced what was 
apprehended or appreciated by some long afterwards, and by 
others was not noticed, or was ignored, or dismissed as of com- 
paratively trifling consequence, at the first and until the bitter end. 
Among readers of this book there may be those who think that on 
occasions he overstrains the influence of this single factor though 
he guards his estimate in other passages. But this was still 
unquestionably one great service which he rendered. 

A second was his unmasking of the mechanism of the Currency 
Note Account and his plain exhibition, made clearer and more 
persuasive by reiterated detailed statement, of its relations to the 
conduct of the Government, and the behaviour of the Bank of 
England, and the dealings of the big joint-stock banks. With 
assiduous pains he untied the tangled knot, and displayed the 
process by which what had started professedly as a temporary 
way of escape from a sudden emergency in the form of a loan 
advanced on which interest was to be charged and a gold backing 
allotted, grew into a continuing mode of obtaining means by 
annulling the cost of media of exchange made legal tender. If 
a personal allusion may be allowed, I vividly and gratefully 
recollect the bright light shed one day on perplexities about the 
modus operandi of the issue of the Treasury notes in a letter 
received from Dr. Cannan. He handled inter alia with deft astute- 
ness and convincing force a special crux which presents itself 
more than once in this book. For he distinguished the dis- 
turbance due to the seasonal fluctuations in the call for cash and 
pointed to the appropriate way of meeting that legitimate require- 
ment as it periodically recurred. Eliminating such confusion he 
made the main point clearer, as in the letters, articles and reviews 
gathered here he has set out with luminous detail that compels 
acceptance the manner, and its achievement, of withdrawal as well 
as of the emission of the paper. That letter we pasted for preser- 
vation and reference into our copy of his pupil Dr. Gregory’s 
The Return to Gold; and the incident suggests transition from the 
second to the third and last of Dr. Cannan’s services which we wish 
to emphasise. 

He was surely right in maintaining that, whatever others and 
he himself may think about the defects of the gold standard in 
normal times, a return to that was dictated by the abnormal 
circumstances of these years. He has been reproached for 
stubborn sticking to ‘‘ ancient ways ”’ and for disregard of trans- 
formation lately wrought in currency and banking theory. Some 
distinctions are, we think, required in this indictment. Such 
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recent experience in monetary practice as has been feasible through 
expedients of the genus of which the gold-exchange standard has 
furnished prominent species merits, of course, careful study and 
should be allowed its weight in elaborating theory. But Dr. 
Cannan is not negligent or erring, but better advised, when he 
represents as likely to mislead reversals now in vogue of the 
former readings of the relations of deposits and advances. The 
metaphor of elastic which can be stretched within though not 
beyond limits is appropriate to the expansiveness of banking 
credit. In actual fact he is at pains to show what he considers to 
be notable later improvements on older monetary theory, and we 
have understood—and there is confirmation on these pages—that 
he was in monetary practice sympathetic to Professor Irving 
Fisher’s criticisms and proposal. That remedy for anachronistic 
instability of the measure of value has recently been scrutinised 
in the monthly circular of the Midland Bank; and the article, or 
series of articles, commands attention in view of their probable 
authorship. Yet, as we interpret Professor Fisher’s plan, one 
great recommendation is, that it is designed to be ‘“‘ automatic.” 
It is expressly provided that action under it should be disinterested. 
Despite of the cool, acute, informed inspection to which we have 
just referred, it keeps, we estimate, a superiority in that respect 
over the suggested closer earlier control up and down of credit 
facilities which has become so fashionable with influential groups 
of astute acknowledged experts. Independence of ‘“‘ manipula- 
tion’ attached too to the gold standard, and it could claim in 
the past the attribute of being “‘ automatic,”’ if the epithet has not 
saved it from the vicissitudes of mining of the precious metals and 
changes in metallurgy. At the present moment gold bids fair to 
resume its place as the instrument, most universally favoured, of 
settling the final balances at least of international exchange; and 
it promises also to be relieved of the strain put on its supply by 
the demand for use for domestic media at any rate of the most 
civilised and wealthy countries. Whether a rise or a fall in its 
value is a probability of the near or distant future is a tough 
riddle which Dr. Cannan, throwing out a hint or two, does not 
boast of solving; and he allows that, together with the swollen 
issues of paper money, depreciation of gold was productive of a 
rise in general prices during the war and after. From these various 
considerations we may draw, finally, the conclusion that recent 
“tampering ’’ with currency, boldly avowed elsewhere, or here 
shamefacedly denied but unconsciously indulged, was so disastrous 
that, mistrusting ‘‘management”’ of that sort, and generally 
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perhaps as offering opportunity for error of omission or for 
trespass of commission, we should welcome the restitution of an 
“automatic” system, tied to something tangible and concrete, 
that commanded value everywhere, in place of paper legal tender, 
intrinsically worthless and negligently or recklessly multiplied. 
For that happening, of which the balance was pro and not con, 
we were indebted largely to Dr. Cannan. An appendix to the 
narrative obviously remains, to be added by the assimilation to, 
or merging in, the regular bank-note issue of the Treasury notes. 
Dr. Cannan perchance may then give us the further book for which 
we have asked, and some modifications may yet be accepted in the 
provisions of the Act of 1844. As it is, the present embodiment of 
the Ricardian proposal that paper convertible for international 
exchange should be inconvertible for domestic currency has 
become a landmark of our monetary history indicating attractive 


avenues to further exploration. 
L. L. Pricz 


The Dawes Plan and the New Economics. By GrorcE P. AULD. 
(Doubleday, Page & Co. $2.50.) 


THE impression which emerges from a reading of Mr. Auld’s 
book is that he has been impelled to write it by a crusading 
spirit ; he has buckled on his armour to tilt at those perverters of 
the public mind, the politicaleconomists. Mr. Keynes is obviously 
Antichrist himself, but a lance must also be broken with lesser 
sinners of whose repentance there is not the same reason to 
despair, such as Mr. Moulton, Sir Josiah Stamp and Dr. Schacht. 
With such redoubtable opponents it is not surprising if Mr. Auld 
unseats himself; the curious thing is Mr. Auld’s unconsciousness 
that he and Rosinante have parted company. It would appear 
that political economy has “ gone off on an orgy of speculative 
thinking and political pamphleteering,” and that the science of 
economics has “suddenly been emancipated from the prosy 
business of dealing with facts.” Mr. Auld is ready to admit that 
*‘ at its best, in its fact-finding réle,”’ the new school of economics 
“performs an indispensable service.” The conclusion to be 
drawn is that economists are to marshal facts and leave them to 
be interpreted by Mr. Auld and other practical men untainted 
by speculative thinking. The theory that facts in themselves 
are all-important is at least as dangerous as the practice of 
ignoring them. The selection of facts is a difficult intellectual 
process, and the interpretation of them even more difficult and 
more important. We suspect that Mr. Auld would rather be 
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told that his heart was soft than that his head was hard. But 
softness of heart, unaccompanied by a judicial mind, is liable to 
lead, and has in this case led, to errors both in the selection and 
interpretation of facts which naturally weaken, or even nullify, 
the effect which it was intended to produce. 

Mr. Auld’s book falls naturally into three parts. The first is 
devoted to a summary sketch of Reparation history in the pre- 
experts era, in which French policy, even as ‘manifested in the 
invasion of the Ruhr, is almost whole-heartedly defended and 
British policy condemned. Unfortunately for this view, the 
condemnation of British policy rests mainly on the quite unwar- 
ranted assumption that it was largely dictated by the belief that 
reparation could not be paid, and that it would be detrimental to 
British interests if it were paid. In fact, if we are to deal with 
facts, the policy consistently followed by the British Government 
was to extract the largest possible amount which Germany could 
be called upon to bear, and the fear of certain special interests, 
opposed to the general interest of the community of taxpayers, 
that Germany’s export trade, stimulated by reparation payments, 
would be an intolerable competitor never deflected them from 
that policy. The British Government certainly held that “ the 
reparation debt,” 7.e. 132 milliard gold marks, was unpayable— 
an opinion in which they were supported by that eminently 
practical authority, Mr. J. P. Morgan—and that insistence upon 
it, by preventing the restoration of Germany’s credit, would 
effectively depress reparation receipts below the maximum 
possible. So far nothing which has occurred suggests that they 
were wrong. It would escape the uninformed reader of Mr. 
Auld’s book that the Experts’ Plan produces less than would 
have been produced by the successful application of the rejected 
Bonar Law plan of January 1923. Still more would it escape 
him that the constructive plan embodied in the concluding 
chapters of The Economic Consequences of the Peace was far more 
favourable to France than any proposals subsequently adopted 
or seriously discussed. 

Incidentally, Mr. Auld has discovered a new reason for the 
occupation of the Ruhr; it was “ to convince England that it was 
to her interest to support France in an effective, peaceable pro- 
gramme of collecting reparations. Even the persuasion of 
Germany was secondary to that purpose.’”’ The most important 
result of it was to convince the U.S. that it was to its interest 
to take a hand in finding a solution, and it left the U.S. as the 
arbiter in the situation. Any account of reparation, however 
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summary, which does not so much as refer to the effect of the 
official non-representation of the U.S. on the Reparation Com- 
mission is unjudicial. That the British Government was immune 
from errors in its treatment of the Reparation question would 
hardly be contended; for the most part Mr. Auld concentrates 
his attacks on those features of its policy which were almost 
incontestably sound. ' 

The second part of the book is a description of the Plan, 
with some account of its meaning and its makers. There are 
interesting appreciations of General Dawes, Mr. Owen D. Young 
and Sir Josiah Stamp. As regards the last-named it is remarked 
that “‘ the views expressed in the report on the assumed difficulties 
of transfer and the supposed distinction between the burdens of 
an internal and an external debt, which apparently must be 
attributed to him, this writer considers his least valuable con- 
tribution.”” This is much like saying that the first violin was an 
excellent member of the orchestra, but he was not a master of 
his instrument and his actual playing was the least valuable part 
of his performance. But a handsome tribute, all the more 
welcome coming from a Transatlantic source, is paid to Sir 
Josiah’s undoubted influence on the Plan, and all that Mr. Auld 
means is that he triumphed over the handicap under which he 
labours in being a professed and recognised economist. 

Mr. Auld calculates that the capital value of the “ Dawes 
Annuities,” on certain assumptions rendered necessary by the 
fact that the experts do not suggest, and could not have suggested, 
when the payments should come to an end, amounts to some 
34 milliard dollars less than the nominal value of the old A and 
B reparation bonds of the Schedule of Payments. As the pay- 
ments under the Plan cover various obligations which the Schedule 
of Payments did not serve to liquidate, the difference must be 
put at a higher figure. In this case the question naturally arises, 
but does not occur to Mr. Auld, why the British Government are 
to be accused of perversity in consistently pressing for the can- 
cellation of the C bonds, of which, on his hypothesis, nothing 
more is ever to be heard. 

The third part of the book is given up to refuting two economic 
heresies to which the Experts’ Report gives currency. If you 
intend to deal faithfully with an economist who preaches a false 
economic doctrine you can only do so by preaching a better 
economic doctrine, and at this stage Mr. Auld must be treated 
as an economist, albeit Fundamentalist in outlook and sympathy, 
however little he recognises himself as one. 
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The first heresy is to be found in the statement that the 
internal debt charge of the Allies is ‘‘ to a considerable extent in 
the nature of a redistribution of annual wealth among the 
members of each nation and has little relation to the problem of 
a national burden in the collective sense,” and that it is difficult 
to bring the task of paying an internal debt “ into direct relation 
with the problem of reparation.” To Mr. Auld’s mind. the 
burden of an internal debt is exactly the same, from the point of 
view of the community, as the burden of an external debt, and 
he is prepared to prove it thus. Atlantis has annual savings of 
five million ducats; in one year we assume that four of the five 
are invested in industry, and the other is lent to the Government. 
Assuming a uniform rate of 4 per cent., iriterest thereon arising 
is distributed in the community to the amount of 200,000 ducats. 
Now assume in the second case that the Government borrows 
nothing, but incurs a liability of one million to Oceanica, on which 
it has an interest charge of 40,000 ducats. The community still 
has its five million ducats of savings, all of which will now go to 
industry, and it will still enjoy interest thereon of 200,000 ducats. 
The amount raised by taxation is still 40,000 ducats, the same as 
was raised on the first assumption to provide interest on the 
money borrowed. Ergo, there is no difference. All that Mr. 
Auld has proved, of course, is that a debt of a million is a debt of 
a million—our old friend the identical proposition. He does not 
proceed to ask how the 40,000 ducats are to be conveyed to 
Oceanica in the form of goods and services without withdrawing 
those goods and services from the people of Atlantis. As against 
the peccant theory that an external debt is a different burden 
from an internal debt, Mr. Auld sets up the theory that “a tax 
is a tax, whether the ultimate destination is the payment of a 
war debt due to fellow-citizens or to foreigners.» If he had 
followed this theory a little further he would have seen that it 
led him to the conclusion that if Oceanica had the power to tax 
Atlantis and with the proceeds of the taxation to command 
equivalent goods and services for consumption in Oceanica, 
Atlantis would be in exactly the same position as if she taxed 
herself and gave a similar amount of goods and services to her 
own nationals. 

Mr. Auld can, in fact, be convicted out of his own mouth, for 
in an earlier passage he quite justly observes that “no evasion 
of the burden of an internal debt—neither by depreciation of the 
currency nor by direct repudiation—is possible.” The external 
debt then must be something significantly different, for it can be, 
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and too often has been, repudiated. But overlooking this incon- 
sistency, we are afraid that Mr. Auld would proceed to argue that 
Atlantis will not need to give Oceanica any goods and services, 
but can borrow the interest of 40,000 ducats, probably from 
Oceanica itself, and is therefore once more as well off under the 
second as the first assumption. For the second heresy is con- 
tained in the pronouncement that “the funds raised and trans- 
ferred to the Allies on reparation account cannot in the long run 
exceed the sum which the balance of payments makes it possible 
to transfer, without currency and budget instability ensuing.” 
How is this doctrine which “the logic of events might safely be 
depended on to push gradually into the limbo of forgotten fads ”’ 
to be disposed of? Either the economic surplus over consumy 
tion represented by the marks collected for the reparation 
creditors will be needed at home as productive capital for industry 
or it will not. ‘“ The position of Germany under the first alterna- 
tive—of needing her surplus at home—is similar to that of the 
U.S. before the war. That is Germany’s position at the present 
moment, and Germany is meeting it in the way that the U.S. 
met it. She produces an economic surplus, all of which is 
needed at home. She owes money abroad ; she settles her current 
interest and sinking-fund charges on that debt by incurring fresh 
debts. She is a natural debtor country.” And that’s that! 
Again, ‘‘ the idea that the payment of an external debt involves 
a drain on the general economic strength of a country arises out 
of the fundamental misconception that debtor countries in the 
world system settle their international balances by export of 
capital. The fact, of course, is that capital moves not from but 
to debtor countries . . . and debtor countries settle their inter- 
national balances by export of securities. There is no capital 
drain whatever on a debtor country. It is fed with capital by 
creditor countries.” 

Mr. Auld entirely overlooks the difference between a capital 
debt contracted for productive purposes over a period of many 
years and one suddenly imposed for political reasons. The one 
debt is ‘“ natural,” and the other is not. He entirely overlooks 
the difference between the pre-war position of Great Britain 
lending to undeveloped and half-developed countries the products 
of which it was willing at any time to accept in payment, and 
the post-war situation of the U.S. lending to a highly industrialised 
country the products of which compete with its own and are so 
far as possible denied entry into the U.S.—as well as into other 
countries with high tariffs. 
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But Mr. Auld is not really guilty of the crude error of thinking 
that Germany will go on ad infinitum piling up unproductive 
debts at compound interest. ‘‘ When Germany’s second alterna- 
tive of not needing her capital at home begins to run, her position 
will be similar to that of America in 1915 and 1916. She will 
produce an economic surplus, not all of which will be. needed at 
home. That is, she will have an export surplus. . . . She will 
have become a natural creditor country.” In other words, the 
much-maligned economic expert was right, and in the long run 
payment can only be made out of an economic surplus, and until 
it is so made it is not made at all, but additional debt is being 
constantly created. Mr. Auld’s real quarrel is with the length 
of the run; he is apparently quite prepared to see the debts 
being accumulated for fifty years! As there is a race with 
compound interest over the whole length of the run he is not 
likely to find many to agree with him. 

We have insisted on these crude economic theories at some 
length, for there never was a time when it was more vitally 
important that a knowledge of economic facts and a power to 
understand economic doctrine should be widespread and not 
confined to specialists. It is a pity that Mr. Auld should not 
have devoted his energy to showing the process by which Germany 
is to be converted in due course from a debtor to a creditor state, 
and the influence which the Plan, the most important single 
economic factor in Germany’s life, will have on this process. 

Finally, in an orgy of sublime inconsistency Mr. Auld con- 
cludes with a chapter giving reasons why the U.S. should remit 
inter-Allied debts, even if the result is to encourage the Allies to 
let Germany off her reparation payments. This chapter contends 
that ‘‘ the market loans made by our investors are in no sense 
comparable to the inter-ally debts. The latter were not incurred 
for productive purposes, and provision for their payment through 
taxation is correspondingly difficult.’ It is strange to hear such 
an argument from an author who has just been concerned to 
prove that Germany, with her reparation payments, stands in 
the same relation to the U.S. as the U.S. did beiore the war to 
Great Britain. 

A. F. 
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TRANSFORMATIONS DES £TATS 


Les Effets des Transformations des Etats sur leurs Dettes Publiques. 
By Pror. A.-N. Sack. (Paris: Receuil Sirey. 1927. 
Pp. 608. 80 fr.) 


World War Debt Settlements. By Harotp G. Mouton and LE 
Pasvotsky. Institute of Economics Publication. (London: 
Allen & Unwin. 1927. Pp. 448. 8s. 6d.) 


The Scourge of Europe. By Pror. L. V. Brrox. (Lortdon: 
Routledge & Sons. 1926. Pp. 304. 10s. 6d.) 


PRroFEssoR Sack’s monumental work certainly defies the 
reviewer. In it the author has attempted to build up the first 
part of a complete legal code relating to the dealings of debtor 
States with their creditors, basing his work partly on principles 
of equity, partly on the pronouncements of eminent jurists the 
world over, and partly on actual practice. The text of the book 
itself, in which the principles of the code are enunciated and 
alternative principles rebutted, forms indeed a very small part 
of the six hundred pages in this volume. Each paragraph, 
sometimes each sentence, of the main text is followed often by 
as much as several pages of small-type quotation and illustration, 
designed to show the basis upon which the author’s system rests. 
The book, which displays immense learning, is likely in conse- 
quence to be useful chiefly for reference, and even for that purpose 
its appeal will probably be rather to lawyers than to economists. 

The essential contention which Professor Sack is concerned to 
establish is that the legal questions relating to public debts which 
arise in consequence of the transformation of States by revolution, 
by dismemberment or otherwise, ought not to be treated as 
matters of international law. A system of contractual rights 
has arisen as between the debtor States and their individual 
creditors, and the disturbances that result when the debtor 
undergoes some kind of transubstantiation should be treated as 
far as possible in the same way as would modifications of any 
other contract. Professor Sack then proceeds to apply this 
doctrine to the innumerable varieties of the actual world of 
debtor States. He deals, for instance, with the case of Federal 
States, of vassal States, of Colonial possessions of various types ; 
with the principles upon which the distribution of a debt should 
be made between the various component parts of an old State 
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which becomes broken up into several new ones, and with the 
limits of both creditors’ and debtors’ rights in such circumstances. 
The result is a remarkably comprehensive code, which, we are 
promised, is to be followed by a second volume dealing with 
financial relations other than those pertaining to debts. 

Behind this code there is, of course, no sanction. A State 
cannot be sued in its own courts for non-payment of its own 
non-commercial debts, though Professor Sack maintains that this 
immunity is not due to the fact that the State exercises its 
sovereign powers in incurring a debt, but is simply one instance of 
a general power of overriding private contracts which the State 
may equally well apply to contracts to which it is not itself a 
party, as e.g. by the declaration of a general moratorium. The 
sanctions of domestic law being thus not available in support 
of the new code, a doubt arises whether Professor Sack is wise to 
abandon as completely as he does the possibility of applying, in 
appropriate cases, such sanctions as the law of nations can claim 
for its support. But the plan of his book does not lead to any 
discussion of sanctions. 

Messrs. Moulton and Pasvolsky have produced a book which 
will be useful to many. True, it contains 140 pages of text 
against nearly three hundred pages of Appendix. But nowhere 
else can one obtain in so convenient a form as in this Appendix 
the principal official documents relating to the settlement of Inter- 
Allied Debts, and some also of those which have made the history 
of Reparations. 

The book itself gives a survey of the landmarks in the post- 
war Debt and Reparations policy of all the principal, and many 
of the lesser, Powers. The authors have mastered their detail 
sufficiently to present a coherent and intelligible tale (in itself 
no small task), but they do not allow themselves much liberty 
in their own comments. Their guiding principle is simply that 
payment of an external debt, whatever its origin, is not possible 
except for States which have both a budget surplus and an 
export balance; and in discussing the later phases of both 
Reparations and Debt negotiations they trace the steady trend 
of creditor’s opinion away from a mere insistence upon payment 
of obligations due towards consideration of the debtor’s capacity 
to pay—a movement which has not yet gone far enough in the 
country in which they write to induce the United States explicitly 
to admit that the settlement of Inter-Allied Debts and Repara- 
tions are matters which cannot well be treated separately. 

A special interest attaches to the chapter upon the extent 
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of American cancellations. In this the authors point out that 
the settlements actually concluded may be compared with (1) the 
rate of interest prevailing at the time that the loans were originally 
contracted, or (2) the rate at the time that the settlements were 
made, or (3) the rate that will prevail in the period during which 
the settlements will operate. By the first standard the United 
States can claim to have remitted half the sums due to her in the 
aggregate ; by the second her generosity is reduced to 43 per cent. ; 
and by the third the debtors, with the aid of some prophetic faculty, 
can make out a good case for the view that their obligations 
have actually been increased. 

Professor Birck also writes of public debts. His book, how- 
ever, labours under the disadvantage that it is extremely difficult 
to see the wood for the trees. He has brought together a large 
number of casual facts and figures about European debts in the 
last six centuries; but these are so casual that their significance 
is not always easy to appreciate. It is only evident that-he has a 
general (but not undiscriminating) dislike for large public debts, 
and that he has no difficulty in showing that the management of 
these debts is not a particularly honourable chapter in the history 
of European public finance. The theoretical section of the book, 
which occupies its first half, contains on the whole rather more 
interesting matter than the second, purely historical, part. In 
the former the author is bold enough to lay down some definite 
principles of sound finance, which, in his judgment, should decide 
the question whether any given expenditure should be financed 
from taxation or from loans, or abandoned, and he has some good 
hits at the fallacy (dear to the business world) that a National Debt 
is a useful addition to the national capital. The adoption of 
his principles would, he thinks, not infrequently lead to abandon- 
ment of the projected expenditure. 

The book would be much improved by an index; and the 
author would do well to revise his spelling of English names. 
“ Huskison,” ‘‘ Vansittard,”’ and “‘ Norman Angel” are examples. 
He seems, moreover, to be a little out of date in his citation of 
certain eminent English economists as advocates of a Capital 
| Levy for Debt redemption. 

BarBara WoorTon 
University of London. 
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Money. Translated from the German of Karl Helfferich by 
Louis Inrietp. Edited with an introduction by T. E. 
Grecory. London: Ernest Benn, Ltd. 2 vols. Pp. 
xiv + 660. £2 12s. 6d.) 


THis massive piece of learning has been rendered into English 
by a competent and diligent hand. It consists of a substantial 
historical survey, a comprehensive theoretical treatise and some 
notes on the situation in Germany from 1914 to the spring of 
1923. The theoretical part falls into two main sections. One 
deals with the component parts of a currency, their relations to 
each other and to the standard metal, legislative and administra- 
tive regulations concerning issue and convertibility, the manage- 
ment of foreign exchange, with those kind of problems, in fine, 
which were the subject of Knapp’s State Theory of Money, with 
money considered in its “ platic, genetic and dromic relations.”’ 


The other section treats of the value of money and conceives of 
the problems, though not always of the solutions, roughly as they 
are understood by English writers. 

Of this section on the value of money (Part II. Sec. 3) much 
might be said in praise. Indeed we should be grateful merely 
for its presence. Its inclusion represents a revolt of Helfferich 


from his teacher, Knapp. In an excellent footnote on pp. 493-4 
he justly scolds Knapp for his failure to grasp even the existence 
of a problem connected with the value of money in terms of goods. 
Helfferich shows in this section common sense and clarity, a cau- 
tious modesty and gravity which are all worthy of praise. Readers, 
however, who deem this the most vital part of the subject will 
be disappointed that it only covers 109 out of the 627 pages of 
the whole book. Not only is it short but it is also in a serious 
way defective. Neither here nor anywhere else does Helfferich 
attempt an analysis of credit. It is true that he safeguards 
himself by the promise of a supplementary volume on banking. 
But in the present condition of monetary studies the theory of 
credit cannot be relegated to a secondary place. Helfferich has 
made his theory of money a theory of currency and has thought 
that it is possible to elaborate a complete and self-contained theory 
of the currency without more than a passing reference to credit. 
Not that he upholds a crude quantity theory. He obviously 
believes that credit plays an important part in determining the 
value of money, but he does not make the theory of credit play 
an important part in his book. He has perceived the truth but 
not absorbed it; he has not made it enter into his system, which, 
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without it, is arid and lifeless. This will probably be the last 


4 notable treatise on money written in sucii a form. 

ng Within his limitations Helfferich is sound and good. He 

| lacks, it is true, the incisive generalisation of English writers on 
the subject; his treatment is more discursive and the unity of 

h thought binding together a variety of considerations is often not 

Ml apparent. The thought is present but not articulated. Only 
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one other important criticism may be brought against this part 
f of the book. On pp. 567 ff. Helfferich lacks that conception of 
the real rate of interest which Marshall and Professor Cassel have 
made familiar. He takes the nominal rate of discount at its face 
value, and argues, in the vein of earlier writers, that because 
money is often dear in a time of rising prices, the cause of the 
, price change cannot be “ on the side of money.”’ Indeed certain 
sentences seem even to suggest a naive confusion between the 
value of money and the price of money in the money-market 
sense. These pages are very unsatisfactory. _ : 

The other section on theory, in which Helfferich covers the 
same ground as Knapp, displays many of his virtues, his good 
sense and nice discrimination. It lacks the fascinating brilliance 
of Knapp, but where the two differ, Helfferich’s criticisms are often 
just. For instance, he argues well that ‘“‘the differentiation 
between ‘ valuta’ and ‘ accessory’ money put forward by Knapp 
as the most important of such functional differences is untenable ”’ 
(p. 396); he condemns Knapp’s resuscitation of the old balance 
of trade theory in a new form to explain the rupee exchange 
fluctuations (p. 426); he holds that Knapp oversteps the mark 
when he contends that the fixing of a parity between gold standard 
currencies is the matter of as arbitrary a decision as the fixing 
of a parity between free currencies (p. 437)—a criticism which 
does not invalidate Knapp’s important view that “‘ exodromic ” 
measures are necessary in both cases. 

The historical section is a storehouse of useful information 
and by itself justifies this translation. Parts of it are, however, 
defaced by the presence of obsolete debating matter. In 1903 
Helfferich still wrote and felt as a monometallist and not as an 
impartial historian. The spirit of these chapters is in marked 
contrast to the judicial but by no means vague or indeterminate 
attitude of Marshall, who would have had as much right as 
Helfferich to plead, had he needed an excuse for partisanship, 
that he had lived through all the old battles. The section on 
“the causes of silver depreciation ”’ (pp. 188-98) sins most in this 
respect. Helfferich wants to prove that the fall of silver was not 
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due to the monetary legislation of the ‘seventies. He oddly 
supposes that it will help him to establish this proposition if he 
can show that there were sound and sufficient reasons for the 
legislation. He would have us argue that because the measures 
were desirable on other grounds, therefore they could not have 
had the bad effects commonly ascribed to them. Again, from 
the fact that the French bimetallic arrangements did not prevent 
certain fluctuations in the gold price of silver in Paris it cannot 
be inferred (as on p. 195) that ‘‘ the deviation from the legal ratio 
could just as well have taken place on much larger proportions, 
if any of the relevant factors had developed more strongly to the 
disadvantage of one or other of the metals.” Such a line of 
reasoning, although common in the controversial writings of the 
period, is unworthy of a place in the stiff and at times starchy 
pages of this formal treatise. To prove that the legal ratio could 
not have been maintained, Helfferich should have given a quan- 
titative estimate of the capacity of the Latin Union and the 
United States to absorb silver. No such computation is made. 
He is not entitled to deny offhand that the bimetallic countries 
could have bridged the gap between 1873 and the ’nineties. 
With regard to the practical currency difficulties to which he 
attaches great importance, we now understand that many of them 
could have been overcome by the issue of silver paper. But 
the times were no doubt unripe for such a development. In no 
part of this book does Helfferich shake himself quite free of 
considerations relevant to this controversy, which was evidently 
the mainspring of his interest in monetary theory. Echoes of the 
old war cries recur in the most unexpected places. 

The book as a whole may be regarded as a sustained argument 
for the gold standard. Helfferich takes it to be the natural and 
perfect end of a long development. Writing in 1903 he thought 
that to aim at still higher things was visionary and unpractical. 
Writing in 1923 he felt that the gold standard itself was almost 
a visionary ideal for Germany. He did not think that a quick 
return to it would be possible. 

Helfferich has a weak view about German inflation. The 
quantity formula is only a mode of expressing truths which may 
be stated otherwise. Yet this mode seems to fortify the con- 
stitution against error in practical matters. Helfferich regards 
the German inflation as an inevitable result of the passive trade 
balance and the pressure on the foreign exchanges. He says, 
“the monetary machine and its working, therefore, aided in the 
development pursued by wages and prices, but only in a secondary 
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and passive manner.” He holds that business would have come 
to a standstill had the State not issued sufficient paper to 
cover whatever prices of import goods corresponded to the latest 
exchange quotations; budgetary difficulties played a secondary 
part. 

Professor Gregory has embellished these volumes with useful 
appendices relating to the years since 1923. 

R. F. Harrop 

Christ Church, Oaford. 


Gewerbepolitik. By Kurt WIEDENFELD. (Berlin: Julius 
Springer. 1927. Pp. 213. 9.60 m.) 


Die wirtschaftliche Konzentration. By Dr. Joser GRUNTZEL. 
(Vienna: Julius Springer. 1928. Pp. 78. 3.60 m. 


Tue former is the thirty-ninth volume of the Enzyklopddie der 
Rechts- und Staatswissenschaft, edited by Dr. Spiethoff. . It is an 
exhaustive study of the forms of industrial organisation, from 
the domestic system upwards, but its main concern is with 
modern developments in the structure of the great industry. 
The author’s conclusions on these results have been referred to 
in recent numbers of this JOURNAL, and this volume is their 
systematic exposition, in which the types of combination are led 
up to by a study of the large and small undertaking, and related 
at the other end to the problem of Industry and the State. The 
“‘ mixed works,” the “concerns,” and the Kartells occupy the 
centre of interest. Of these, the two former are combines, whether 
horizontal or vertical, but the mixed works imply a closer control 
from the top of actual industry and its arrangements, while the 
concerns imply rather a general Kapitalpolitik, which only lays 
down general lines of policy, and interferes less in the executive 
sphere. By contrast, of course, the Kartells are based on con- 
tract. A lengthy and careful examination is made of the advan- 
tages in technique, marketing, and personal initiative, to the 
mixed works. For example, the vertical mixed works, since their 
reputation depends on the quality of final products, are able to 
assure from the base upward a proper standard of materials and 
work; or, again, the secrecy of special machinery leads to own 
production of that machinery rather than to patents. But 
marketing is a stronger influence than technique. Partly this 
influence depends on Anpassung pure and simple, the ordinary 
administrative desire to keep a succession of stages of production 
in the closest touch with each other and with the final market ; 
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partly also on the influence of Kartells, from whose price policy 
the mixed works are able to free themselves. The author has 
scarcely resolved this conflict; it is a real conflict of two types of 
procedure, and to what does it tend? The mixed works, having 
their feet, thighs and shoulders in lower Kartells, create for the 
latter the problem of reserved quotas, and the many complica- 
tions which have resulted do not yet show signs of being reduced 
to the equilibrium of an industrial system. In the Concerns, less 
attempt is made than in the mixed works to have an exact adapta- 
tion between quantities produced on each level; but the distinc- 
tion, as the author agrees, is often not very clear on this ground, 
and is rather to be referred to a distinction between industrial 
finance and industrial control. 

It is unnecessary to deal again with Dr. Wiedenfeld’s account 
of Kartell policy. He has, however, written a review of the whole 
movement from the standpoint of its significance to production, 
costs and prices. He thinks that the Syndicates’ policy may check 
new sources of demand, since they usually exist on the lower levels, 
and are too far from the final consumer to feel that lower prices 
in falling markets will be effectual. What, then, is the conclusion, 
since this consideration will apply to moderate changes in their 
prices either way ? The possibilities of real adjustment appear to 
be left to the mixed works. As to quality of production, the 
author thinks that the policy of Syndicates, in requiring buyers 
(at least in some important cases) to take mixed qualities against 
an order, prevents the worse qualities from being lost, and is a 
conservation of resources as a whole. As regards costs, we are 
left with many unsettled questions. It is not certain that the 
laying up of uneconomic works reduces costs; it is a matter of 
calculation. Reserved production by mixed works means that 
Kartell sales are fewer, and so bear per unit a higher cost of 
Kartell administration; this detracts considerably from the 
advantages of common selling. On the other hand, given the 
Kartell prices, each member gains by any reduction of his own 
costs. Finally, there is the perpetual problem of the new out- 
sider. 

The charges for idle works fall on prices. Of the operating 
works, it is not certain whether it is those of highest cost which 
are considered in price-fixing. If not, they will break off, unless 
average prices are combined with some form of profit-sharing. 
This again makes the stronger members restive. But at whatever 
prices, the aim is stability, not the following of the conjuncture. 
Here Dr. Wiedenfeld (p. 146) makes a comparison between general 
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prices and freights and the rate of interest, in which he departs 
from the view that banks should use that rate as a lever on the 
industrial expansion. He wants, not adjustment, but rather 
stability of prices to be imposed at a number of points. Of course, 
any organisation can hold its prices fixed, but what is the analysis 
of this purely descriptive stability ? Finally, there is the question 
of the export prices and bounties. 

In its general social effects, Dr. Wiedenfeld thinks the whole 
movement favourable to the Trade Unions, which can press their 
claims more strongly; and also to the industrial leader vis-a-vis 
the shareholders. There are many reactions on economic inde- 
pendence. Though there may be fewer positions of leadership, 
much responsibility may be left to works managers and leaders. 
It is up to the great leaders to value suggestion and criticism 
from below. The best leadership is more necessary under com- 
bination than under competition, because so much more depends 
on mistakes. ' 

This is an elaborate and complex book, the critical observation 
of a new industrial phase in the country where at present the 
attempt to straighten out shows its most interesting features. 

Dr. Gruntzel’s shorter book follows the same plan; he 
introduces the higher forms of organisation through a short 
study of the establishment and the enterprise. The main part 
of the book is a simple description of the types of higher 
organisation, and for this purpose it is a useful handbook. The 
chapters on cost, prices, and effects on labour make some points 
which Dr. Wiedenfeld has left implied; but they are rather 
a summary of the well-known arguments. He puts the 
responsibility for high prices, and for continuous dumping, on 
faulty tariff policy, not on the combines; and asserts the 
tendency to stability of prices under the latter. The most 
original section deals with influences on labour. He argues that 
the combines imply an organisation which is adjusted to that of 
labour, so as to create the possibility of relationships between 
the two sides on a larger and more durable basis. His handbook 
is one of the clearest and most concise available summaries of 
the existing situation. 

D. H. Macerecor 
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Traité général de science économique. Par CHRISTIAN CORNELISSEN. 
Tome III, Théorie du Capital et du Profit. 2 volumes de 
466 et 662 pages. (Paris: Marcel Giard, éditeur. 1927. 
Prix : 120 francs les 2 volumes.) 


M. CoRNELISSEN’S general position is indicated by the following 
quotations: “‘ What characterises the capitalist from the socio- 
logical point of view is his quality of owner of the materials of 
production. This allows him to impose his will on the producers 
and to consider only his own interests” (Vol. I. p. 23). “ Falsi- 
fication and fraud are the inevitable consequences of the present 
industrial system ” (Vol. I. p. 348). ‘“‘ Capitalism has degenerated 
into a régime of extortion both from workers and consumers ” 
(Vol. II. p. 631). “Modern production is characterised by a 
never-ending struggle between two classes of society, whose 
material interests are opposed ” (Vol. I. p. 461). “ The State is 
the instrument of domination in the service of a class ” (Vol. IT. 
p- 118). ‘“‘ Profit in its actual form is intimately bound up with 
a definite industrial system corresponding to definite social and 
legal institutions ” (Vol. I. p. 454). “* A transformation of society 
is required, which will make production serve the direct satisfaction 
of social demand and not the personal interests of a few business 
men ” (Vol. II. p. 384). 

From this point of view, M. Cornélissen surveys the organisa- 
tion of modern industry and trade. His work is distinguished 
from others of a similar character by the number and the variety 
of its illustrative examples—many of them unfamiliar to the 
English reader. M. Cornélissen is widely read in the economic 
publications of all countries—not merely monographs, but govern- 
ment reports, parliamentary debates and financial periodicals. 
His thousand pages bristle with facts and figures. Unfortunately 
it is not always easy to determine their scientific value or their 
exact bearing upon the subject discussed. 

M. Cornélissen has much to say on a great many subjects of 
very diverse character. He draws up a scientific classification of 
capitalist concerns. He refutes the Marxian prediction of the 
small man’s inevitable disappearance. He has chapters on 
Division of Labour, Specialisation, Centralisation and Decentral- 
isation of Production, and an unfavourable discussion (on old- 
fashioned lines) of “ Taylorisation.”” We are treated to an 
exhaustive and even exciting account of Trusts and Cartels 
(though no mention is made of the Webb—Pomerene Act or the 
German Cartel Court); their early struggles; their unscrupulous 
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methods; their successful fight with the State; their influence 
on industrial organisation; their “capitalisation ”’; their con- 
nection with economic crises; their international development. 
Taking his facts from the Reports of the (American) Industrial 
Commission and the Kontradiktorische Verhandlungen, M. 
Cornélissen prefers to stress the nefarious activities of the past 
rather than contemplate any: possible power for good in the 
future. 

A long section, containing much historical matter, is devoted 
to exploring the problem of Economic Crises. ‘‘ Their fundamental 
cause is lack of harmony between the accumulation of the fixed 
capital of society and the movement of social consumption. The 
solution lies in a control exercised by society over this accumula- 
tion and the increase of production in order that this increase may 
correspond as exactly as possible with the development of social 
consumption.” 

There is a chapter on World Commerce; abounding in 
platitudes—the weakest in the book. “Solutions of the Social 
Problem ” are considered in a section of surprisingly mild and 
qualified conclusions. We are enjoined to distinguish between the 
democratisation of industrial ownership and the democratisation 
of industrial management. ‘‘ The workers will not be able to 
direct industry themselves, but they can own industrial concerns 
and buy organising ability at the market price. They will 
occupy the position of present-day shareholders, retaining a 
general right to control their directors.”’ 

There are chapters on the Utilitarian conceptions of profit and 
the Marxian theory of Labour Value, in which Marshall, J. B. 
Clark and Marx are severely handled. 

M. Cornélissen seeks to make a realistic study of the nature of 
profit. He shows how the average rate of profit varies according 
as one considers different branches of industry or different periods. 
He emphasises the “ futility of any solution of the problem of 
profit which takes no account of those who dominate production. 
We live under the control of Cartels and Trusts.” He investigates 
what he regards as the principal sources of profit—the exploitation 
of labour, directive ability, monopolisation of natural resources 
and speculation. To each he gives a separate chapter and tries. 
to show (by means of carefully selected instances) how each is the 
cause of profit. Of course, normally the profit realised by a given 
concern results from a combination of various causes. It is 
difficult to lay one’s finger on a particular cause or to attribute 
particular amounts of profit to particular causes. Nor does M. 
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Cornélissen fare better when he turns for guidance to balance 
sheets. He emphasises himself the extreme caution required for 
their analysis and for making comparative statements, and he 
deplores the unfortunate scarcity of precise information. Next, 
M. Cornélissen tries to trace the influence exerted on profit by 
labour conflicts (the effects of the English coal strike (1912) on the 
receipts of railway companies); by wars; by trusts and cartels; 
by the trade cycle; by State intervention (he selects as instances 
the various conventions in the Sugar industry, the results of 
Protection in Catalonia, the French Tariff Law of 1910, the 
Dingley Tariff of 1897, the French shipping bounties, the 
Brazilian control of coffee). These chapters are useful as a 
convenient accumulation of curious details. But the information 
given is not thoroughly sifted. Little attempt is made to indicate 
how far the various instances submitted are typical and what is 
their exact significance. M. Cornélissen’s realistic study of profit 
merely impresses us with the complexity of the problem and the 
danger of facile generalisation. 
J. LEMBERGER 
The University, 
Belfast. 


Four Kinds of Economic Value. By C. M. Watsn. (Harvard 
University Press. Pp. 138. 8s. 6d. net.) 


Tuts book may be of interest to those who do not like thinking 
in geometrical figures. To those who are familiar with Marshall 
and his followers, it will not seem that any new light is thrown 
on the subject of value by this discussion. The author’s four 
kinds of value seem to be the familiar conceptions of total utility, 
which he calls use-value; marginal utility multiplied by quan- 
tity, which he calls ‘esteem value”; cost-value,:which seems 
to be equivalent to aggregate cost, and exchange value. One 
might say that it is necessary really to have more than these four 
distinctions, especially to distinguish marginal utility from the 
value which the author calls “‘esteem value.” Cost also has 
to be distinguished as having several different senses, and it is 
not clear that any useful purpose is served by calling any of 
them a kind of “value.’”’ The writer is mainly interested in 
discussing the difficulties and confusions which arose in the 
earlier days of economic theory, and those who are interested in 
the history of economic thought will find this small book useful, 
though lacking the pungency of Dr. Cannan. 

The marginal note on p. 81 can scarcely be accepted as an 
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accurate statement of Marshall’s view on Ricardo. Marshall 
certainly did not draw any categorical conclusion that “ cost of 
production determines value.” He points out that Ricardo, for 
the purpose of the discussion in question, takes a case of com- 
modities produced under conditions of ‘‘ constant costs,’”’ but of 
course it is perfectly obvious to any reader of Marshall that no 
one was better aware than he-that when cost of production per 
unit varies with the quantity, the conditions of demand will 
affect the normal exchange-value. Ricardo, no doubt, was not 
very clear in his language, and, as Marshall points out, often 
supposed that the reader would amplify his too abbreviated 
sentences. He gave what might fairly be called a first approxima- 
tion of the theory of value. 

All the earlier discussions of the theory of value are somewhat 
confused by the fact that the distinction between marginal and 
total utility was not clearly formulated, and also by the associated 
difficulty of clearly expressing the difference between. a move- 
ment along a curve of demand or of supply, and an alteration 
of the position or shape of the curve. To the reviewer it seems 
that the discussions of these theories would be much simplified 
by admitting the usefulness of a certain amount of geometrical 
diagram. C. F. BIcKERDIKE 


Modern Industry. By E. L. Boaart and C. E. Lanpon. (Long- 
mans. Pp. 593. 16s.) 


THERE is still much doubt as to the ideal method of intro- 
ducing the beginner to the science of economics. That largely 
adopted in the past, in particular in this country, has been to lay 
down, in definition form, the skeleton of economic theory, with 
the theory of value and price as the nerve centre, leaving the 
student to fill in the flesh of example and illustration from his 
own experience and knowledge. In America an alternative 
method is obviously being tried out. The student, it is asserted, 
can hardly be expected to grasp the abstract principles to which 
business and industry conform before his mind has been primed 
with the actual facts of industrial conditions around him. The 
very marked growth of training for commerce in that country 
has hastened and supplied some justification for this placing of 
the descriptive before the analytical, and the possibility of 
allowing fundamental economic theory—“ those necessities which 
are of a purely economic nature and which cannot be arbitrarily 
mastered by the will of man,” to use a phrase of Professor Cassel 
—to emerge slowly from the parade of a wealth of fact-drawn 
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from most branches of knowledge is, at first sight, a desirable 
solution of a delicate problem. 

The Professor and Assistant-Professor of Economics of the 
University of Illinois have, in this volume written for “ Fresh- 
men,” attempted to supply a description of modern industry as 
such a background to the study of economics. The scope of the 
book is wide. Much of the material in it would, in this country, 
fall quite definitely outside the domain of the teacher of economics. 
Probably the most important part of the book is that series of 
chapters which stress the economic consequences of geographic 
and physiographic factors. The relation between industry and 
eugenics and ethnology are not ignored. One chapter is entitled 
“‘ Psychology and Industry.” There is a series of studies of the 
important industries in U.S.A., with a large amount of technical 
‘description. We learn something of “The Ascetic Doctrine 
respecting Wants.” It almost makes one believe that the 
authors do not attach much importance to the advantages which 
they claim for Specialisation. 

But success or failure in this gigantic task can only be judged 
by the degree to which the student is prepared for more advanced 
work, by the extent to which the apparently amorphous mass of 
economic fact is shown to have a definite and permanent internal 
structure. Generalised description of economic phenomena, if it 
is to be used for this purpose, must rigidly limit itself on many 
sides. Above all it must share with economic science the quality 
of strict impartiality. If the science deliberately divorces itself 
from ethical considerations, studies preparatory to its approach 
must foster, in the student, the attitude of scientific absorption 
within a deliberately narrowed field. Description must never 
sink into condemnation of what is believed to be wrong or approval 
of what is judged desirable. Generalisation is the monopoly of 
theory, and statements which claim universal application must 
be based upon something more than a collection of facts which, 
however large, can never be but a part of the story. 

The work of Professor Bogart and Assistant-Professor Landon 
hardly satisfies this condition. Some of their asides, either upon 
the general economic process or particular sections of it, are 
ingenuous enough to have come from one or other of the societies 
which all political parties at the moment appear to be founding 
for the distortion of economic laws to buttress political pro- 
grammes. The distributive process has a high moral character— 
‘in spite of the fact that [the worker] obtains from others more 
than he himself could produce in ages, there is no robbery. He 
has earned all that he has received, as have all other members of 
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society.” From time to time there are unnecessary incursions 
into the fields of uncertainty—‘‘ there are few parasites in our 
busy workaday world, who simply sponge upon society for a 
living without giving a fair exchange.” To say that ‘each for 
all and all for each is as true of industry as it is of other activities,” 
seems to be quite fallacious whilst competition remains a common 
relation between two industries. In those chapters of the book 
which explain the co-operative nature of industry there is a 
constant tendency, quite unnecessary to the argument, to stress 
the necessity for the different middlemen instead of merely 
noting their existence. It is dangerous to say that “successful 
manufacturing necessitates the possession of the most modern 
equipment possible”? when so many other items influence the 
cost of production; when we find much machinery in the Lan- 
cashire cotton industry thirty or forty years old, and when both 
in India and U.S.A. the cotton industry is moving from an area 
where technical efficiency is high to one where labour costs are 
low and raw material adjacent. There is little in the “ best of all 
worlds ” which is found in this book to point to the many unsatis- 
factory sides of modern industry, even in U.S.A., such as those 
which H. B. Butler has pointed out recently in his Industrial 
Relations in the U.S.A. 

If, however, the target has not yet been hit fairly, the authors 
are to be commended for having set it up at all. They have 
succeeded in providing a wide survey of the working of industry 
in the satisfaction of human wants. They have resurrected 
Hearn’s Plutology—a book that has been long and unaccountably 
neglected. They have shown the interconnection of economics 
with geography and kindred sciences. And one feels that the 
limitations of this book are due perhaps to the intractability of 
the audience for which it was written. In no other way can it 
be explained that the list of suggestive questions placed at the 
end of each chapter should contain, after the chapter on the 
fishing industry—“ It is said that oysters should be eaten only 
in those months in whose names the letter ‘r’ appears. Why?” 
—and, after the chapter on invention—“ What is a genius? 


Are you acquainted with one ” ? 
JOHN JEWKES 





Currency, Credit and the Exchanges (1914-26). By WiLL1am 
A. Suaw, Litt.D. (Harrop. Pp. 203. 7s. 6d. net.) 
Arter the apologist of the banks the apologist of the Treasury. 
Dr. Shaw is at one with the late Dr. Leaf in asserting the inability 
of the banks to create credit, but the prime object of the first 
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two of his three chapters is to rebut the charge that the Treasury 
was in any way responsible for the inflation of 1914-20. Begin- 
ning with the inadmissible premiss that neutral States had, at 
the outset, no temptation to increase their currency supply, he 
points to the similarity of the changes in the cost of living in 
Britain and Switzerland, argues that here, as there, the rise was 
due to world causes, and concludes that the increase of the local 
currencies was a consequence, and not a cause, of the increased 
prices. The awkward fact that the cost of living in the United 
States ran about 20 per cent. below that of Britain is explained 
by the higher level at which the movement began there; though 
why this should have made the course of increase less steep is 
not made plain. 

Dr. Shaw is not concerned, however, merely to repel an attack : 
much of the book is an exposition of the positive virtues of the 
Treasury note. Its advent, we are told, “ transcends in import- 
ance any other event in the economic experience of the modern 
world,” and “ by its means we have evolved the true theory of 
money ”’ (pp. 66-7). If our expectation of something new is 
dashed when we are told that the theory rests upon the hardworn 
principle that goods purchase goods, it is amply satisfied by the 
further unfolding of Dr. Shaw’s ideas. The value of the British 
currency depends, in his view, on that of the interest-bearing 
securities in the Currency Note Redemption Fund. The Treasury 
note is an ideal form of currency, since it is self-regulating and 
automatic in its issue; and the limitations of the maximum issue, 
following the recommendation of what Dr. Shaw usually calls 
the Cunliffe Commission, is, he holds, a work of supererogation. 
It is, of course, this very automatism, making the note responsive 
to the expansive tendencies of credit, that led one school of 
economists to press for a managed currency and another to com- 
mend the return to gold. But the one course Dr. Shaw declares 
to have been unnecessary and the other to be impossible. 

If in defending the note against the charge of inflation Dr. 
Shaw had urged that price changes were initiated by credit 
expansions, and that the increased note issue was the result of 
this, his exposition might have won assent from many. But when 
he declares roundly that neither joint-stock banks, Bank of 
England, nor Treasury can create credit he parts company even 
with the Leafites. And when, insisting that it is expenditure and 
not borrowing that produces inflation, he denies that the form of 
this borrowing has any effect on the result, one who has sincerely 
tried to follow the argument can only conclude that he has failed 
to take account of all the facts of banking practice. 
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Much is made of the difference between the automatic currency 
of Britain and the forced currencies of other European countries. 
Dr. Shaw will not admit that the discount of sterling in terms of 
dollars, before April 1925, represented a depreciation of the 
Treasury note; yet, using a similar measure, he transcends 
arithmetic by giving (on p. 146) the percentage depreciation of 
the Mark in 1920 as 1,625. 

There is much good work in Dr. Shaw’s description of banking 
systems and exchange controls, leading up to his scheme for an 
Imperial exchange mechanism based on the principle of the 
Anglo-Egyptian exchange. But, throughout, the exposition 
suffers from his impatience of established theories. Professor 
Irving Fisher may be mildly surprised to see a commendation of 
“the almost complete disregard which all American economists 
have for the quantity theory ” (p. 46). But what will Professor 
Cassel say if he should read that the doctrine by which he is best 
known was first evolved by Mr. Robert Benson in the Daily 
Telegraph of December 15, 1919? ‘‘ Mr. Benson ‘coined a phrase, 
and the phrase was taken up by Professor Cassel and elaborated 
into the purchasing-power parity theory” (p. 189). Readers of 
this JouRNAL will hardly need to be reminded that Professor 
Cassel adumbrated the idea as early as March 1916, and that the 
alliteration appeared in these pages fully twelve months before 
it adorned Mr. Benson’s article. It is an error that a historian 


of currency and monetary writers might easily have avoided. 
T. S. ASHTON 





Credit and Currency, National and International. By Rev. 
Water Goopuirre, M.A. (P. 8. King & Co. 1927. Pp. 
178. 8s. 6d.) 


Tue author of this book holds that the world’s currency 
troubles began in 1844. He believes that the obligation imposed 
on the Bank of England of buying gold at a fixed price of 
84s. 114d. an ounce—he is, of course, wrong in this price— 
destroyed a pre-existing free market in gold. He asserts that 
during the nineteenth century other nations adopted sterling as 
a unit of reference by use of which alone they were able to express 
the values of their currencies in terms of one another, and that, 
in consequence, the pound became subject to disturbing alien 
influences. Since there exists no international currency issued 
by constitutional authority the world’s trade has to be done on 
credit instruments issued by private corporations; and the 
instability of these instruments renders their value an easy prey 









112 THE ECONOMIC JOURNAL [MARCH 


to the rapacity of financiers, of whom we are given an account 
vivid and almost medieval in its naiveté. 

Readers who can follow Mr. Goodliffe so far may find interest 
in the elaborate design for a world standard of value to be known 
as the ‘“ Mundic,” into which the moneys of all participating 
nations may be converted at unvarying rates. And even 
economists must at least respect the vigour and earnestness which 
this clergyman of seventy-five, cut off by illness from works of 
reference, brings to the solution of a problem the very existence 
of which they will hardly be persuaded to admit. 

T. S. AsHton 


Problems in Marketing. By PRroressorn MELVIN THomas CoPE- 
LAND. Third Revised Edition (Chicago and New York: 
A. W. Shaw Company. London: A. W. Shaw & Company, 
Ltd. 1927. Pp. xiii + 819.) 


Tus book is a collection of problems recorded, for the most 
part, by the research organisation of the Harvard Graduate 
School of Business Administration and is designed to serve as a 
text in classes where the case system of teaching is employed 
exclusively. In addition, therefore, to the examples which are 
based on actual business experience in the United States there 
are sections dealing with general principles. Much information 
is given also concerning sales practices and policies in several 
important divisions of North American Commerce; and there is a 
useful appendix which exhibits as examples of the classifications 
of accounts in retail and wholesale trade, schemes prepared for 
grocery firms by the Harvard Bureau of Business Research. 

The revision which the work has undergone in the editions 
so far published points to a growing understanding of the theory 
of marketing which, as the author explains, is still in the early 
stages of formulation. Unimportant topics (such as sales corre- 
spondence) in the second edition give place to material of more 
fundamental significance in the third; and discussion on such 
points as price policies and cost of doing business is invited in an 
increasing number of examples from those who seek to solve 
the problems set. Moreover, developments in business practice 
and modification of marketing methods also call for recognition 
and require the substitution of new cases for many of the older 
problems. 

It is not likely that such a work will make a wide appeal to 
English readers. Indeed, even in America teachers and students 
outside the Harvard School probably feel that by itself it cannot 
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carry them far. It seems to require something to supplement 
it which the author himself, no doubt, supplies in his own classes. 
But in the hands of a capable teacher who can persuade himself 
that he has discovered or learned important principles applicable 
to what is now understood by marketing the cases or problems 
will prove exceedingly suggestive. It would not be difficult to 
find parallels in British business to some of the more important 
cases set out in this work. Several Faculties of Commerce in 
England possess similar sets of examples for use in class collected 
during the changing commercial and industrial situation of the 
past few years; but probably nothing so comprehensive as this 
Harvard collection is to be found in any British University. 
J. G. Smita 
University of Birmingham. 


The United States Oil Policy. By PRoressor JouN Isz. (London : 
Milford. 1926. Pp. 547. 35s.) 

Tuts book is a plea for a policy of conservation. The historical 
part is of much interest, tracing the history of exploitation in the 
main fields from early times, ever since ‘‘ the market in Pittsburg 
became very dull, for a flatboatman would occasionally intro- 
duce a barrel or two at once” and create a glut. The theme is 
developed, with considerable repetition, that private enterprise 
in the oilfields has meant waste of the product, of capital, and 
of energy; and has been accompanied by many undesirable 
social results. The influence of the Standard interests, based on 
unfair methods, great ability, the use of independent cash reserves, 
and certain natural conditions (especially in transport), has on 
the whole been for good; though it might have been better done. 
The author proceeds to a discussion of the probable duration of 
the fields, a very difficult subject, and concludes that in any 
case the remaining public lands should be carefully conserved. 
Though somewhat loosely constructed, the book is packed with 
incident that is valuable for the study of private enterprise, on 
both the economic and the psychological sides, especially in 


relation to monopolist construction. 
D. H. MacGrrecor 


The Cotton World. By J. A. Topp. (Pitman. Pp. 236. 5s.) 
THE concentration of large industries into small areas has 
probably nowhere been carried to the same extreme as it was 
during the last century in the cotton industry of Lancashire and 
surrounding districts. The history of the subject has been fairly 
dealt with by many writers, but the present discontents have 
No. 149.—voL. XXXVIII. I 
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brought to light a strange absence of adequate research work 
into the structure of the industry. The high degree of hori- 
zontal organisation has misled many students into examining 
only one of the horizontal sections, but it is now being realised 
that many sections have not been studied at all. Statistics are 
fairly plentiful at the two ends of the industry. The require- 
ments of vested interest in agriculture and in futures markets 
ensure an extensive supply of information about the cultivation 
and distribution of the raw material, and there is not much 
more which can be done except to devise means of greater 
accuracy in estimating the size of crops before they are grown. 
In the next stage also, the world’s consumption of raw cotton 
by spinners is approximately ascertained at six-monthly intervals. 
A fog of darkness then descends until the returns published by 
the Board of Trade enable the volume of export trade in yarn 
and piece goods to be examined. The knowledge thus made 
available has been carefully sifted, but it refers almost entirely 
to the volume of production, but hardly at all to the methods of 
trading, and to the organisation of the industry. Lancashire is 
gradually waking up to this deficiency, and the work now being 
done at Manchester University, and particularly at the Cotton 
Trade Statistical Bureau, will eventually throw some light on 
the situation. 

In the meantime Mr. J. A. Todd, by compiling a summary of 
lectures delivered at the Liverpool School of Commerce, has 
produced a text-book of considerable value. Some of these 
lectures were delivered by Mr. Todd himself, or by independent 
observers similarly placed, but most of them came from men 
actually engaged in the various processes of the industry. The 
exigencies of space and the limitation of purpose to that of a 
text-book are points which only reveal how much still remains 
to be done in the way of analysis and observation before the 
most confident preachers of reform in Lancashire’s methods can 
be confident of the efficacy of their remedies. 

Although this book is published as a text-book for students, it 
attains a higher classification in economic literature through Mr. 
Todd’s failure to preserve a sense of proportion. Being himself 
chiefly interested in raw cotton, and occupied mainly in educating 
the youthful members of the Liverpool market, he has devoted 
more than a quarter of the book to a study of the Liverpool 
futures market. The error is quite justified by its result, which 
is undoubtedly the clearest analysis yet published in English of 
the working of a futures market. More space is devoted to the 
subject in Mr. W. H. Hubbard’s Cotton and the Cotton Market, 
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but Mr. Todd’s treatment is of more value to the British reader 
because it is less preoccupied with the point of view of the 
American merchant. Professor Ugo Caprera also published in 
1926 a useful study entitled Le Negoziazioui Caratteristiche dei 
Vasti Mercati, but devoted most of his time to grain futures. 
Mr. Todd has brought out several important facts, many of 
them only half known to most operators in Liverpool, but to the 
reviewer's own knowledge they have all been carefully checked. 
He points out that “ the so-called futures contract is fundament- 
ally the same as all the other contracts in use in the Liverpool 
market.” Presumably he wishes here to remind Liverpool that 
the spot contract is also a contract for deferred delivery within 
a short limit, and the only essential difference is that instead of 
specifying one particular grade of cotton, the futures contract 
“allows a certain choice or elasticity in the exact grade or 
quality that may be tendered.” 

Closer attention might perhaps have been paid to the con- 
fusing use of the term “ basis,”’ but it would have been difficult 
on this point to avoid duplicating the extensive explanation 
given by Mr. Hubbard. Each commodity dealt in by a futures 
market must be amenable to a high degree of standardisation, and 
the price paid for the actual commodity will differ from the 
futures quotation to the extent of its variation from the basis 
quality. The cotton market illogically uses the term “ basis ” 
to denote this degree of variation from basis, and a consignment 
of middling possesses a “‘ basis ”’ because an even-running lot is 
of greater value than a contract which permits a slightly inferior 
quality to be delivered. Mr. Todd describes how the cotton 
spinner can ensure himself against fluctuations in “ basis”’ as 
well as against fluctuations in the basic price of middling, but he 
does not sufficiently emphasise the fact that nowadays the 
average spinner of American cotton in Lancashire seldom hedges 
his purchases of cotton on the futures market. He relies entirely 
on the system of purchase “on call,” which enables him to 
ascertain his “‘ basis ”’ beforehand, and then demands, or tries to 
demand, for his yarn the futures price on the day of sale, plus 
the “ basis ” previously fixed, plus a margin which may repre- 
sent, but often does not, the estimated cost of spinning. 

In order to prevent the manipulation of the market by large 
operators, Mr. Todd draws attention to the way in which, during 
the war, the futures contract was divorced from the necessity of 
delivering or receiving actual cotton. The suggestion is made 
with diffidence, but it is worthy of further examination. 


OwEN JONES 
| 
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Sugar Beet Costs and Returns for the Year 1925-26. By A. 
Bripces and R. N. Drxzy. (Oxford: Agricultural Econ- 
omics Research Institute. Pp. 71. 2s. 6d.) 


Tuts little book of 71 pages brings a very welcome addition 
to our limited knowledge of the cultural requirements and 
economic possibilities of a crop which is yearly becoming more 
and more important in the internal economy of the farm. While, 
as the authors themselves would be the first to admit, it does 
not by any means provide the last word on the subject, yet 
there is equally no doubt that it does give us in a most interesting 
form a thoughtful survey of the most comprehensive and reliable 
material at present available. 

The practical value of the book at the present time can 
scarcely be over-estimated. It meets the needs of the present 
growers to be supplied with comparative figures of costs of 
growing and handling a new crop. To the farmers who are still 
contemplating the introduction of the sugar-beet crop it gives 
concrete evidence on which to form more reasoned opinions as to 
its immediate economic possibilities. The chapter on the utilisa- 
tion of the by-products brings out strongly the food value of the 
tops and of sugar-beet pulp, and should be read by all present 


and prospective growers. The table given in Appendix II 
dealing with the ‘“‘ value of the subsidy ” is well worthy of study 
by all who have any hand in fixing future prices to be paid by 
the factories to the growers. 


A. G. Ruston 
The University, 
Leeds. 


Canadian Labour Laws and the Treaty. By Bryce M. Stewart, 
Ph.D. (Columbia University Press. $6.00.) . 


Dr. STEWART summarises and reviews the whole of the Labour 
Laws of Canada in a volume of 500 pages. The arrangement is 
novel and might well serve as model for a series of comparative 
studies, the basis being the nine principles of the Labour Section 
of the Treaty of Versailles. Unfortunately the framers of that 
section had not very clear ideas of what they intended to include, 
and they did not always make it clear what they meant by their 
principles. Dr. Stewart’s treatise shows, however, that as pegs 
on which to hang an account of the growth and present position 
of Labour legisiation they do not serve badly. 

Canadian Labour legislation, like that of most English-speaking 
countries, is shown to be the illogical and unco-ordinated result 
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of piecemeal measures, dictated often by transient circumstances. 
To the English student the two features of interest are, first, the 
complication introduced by the division of powers and functions 
between the Dominion and the Provincial Governments; and, 
second, the backward state, compared with England or Australia, 
of legislation to protect the wage-earner. The Canadian Indus- 
trial Disputes Investigation Act, so often held up as a model 
for this country, is the only measure of which most English 
politicians have heard; it bears a rather different aspect against 
a background in which, to quote Dr. Stewart, ‘as compared 
with British standards Canadian workers have a very restricted 
right of association. Trade unions are open to charges of criminal 
and civil conspiracy and their funds are liable to seizure to satisfy 


damage actions.” 
H. Ciay 


Siaty Years of Indian Finance. By K. T. Suan. (P.-.S. King. 
Pp. 534. 21s.) 


Tuis work does not, as the title would seem to imply, present 
a continuous history of Indian finance during the past sixty years. 
There is no consecutive narrative of the events which have 
moulded the financial history of the country, nor is it any part of 
the scheme of the book to show how and under what conditions 
the existing financial system was evolved. The opening chapter 
deals with the East India Company’s financial organisation, and 
the reforms effected by Mr. Wilson, India’s first Finance Member. 
This is followed by an analysis and examination of the different 
heads of public expenditure in India, with tables showing the 
increases during the period under review. The items are set out 
in considerable detail and subjected to a close criticism from what 
may be described as a nationalistic and socialistic point of view. 
There is no reason to quarrel with the author for adopting these 
standards of criticism, but it is another matter when the exposition 
of political views leads to long digressions on subjects which are 
of administrative rather than financial importance, and whose 
only connection with public finance is that in a greater or lesser 
degree they involved the expenditure of public funds. Of some 
portions of the book it can only be said that finance has been 
used as a peg on which to hang a polemic against British rule 
and its officials, though, with some inconsistency, the striking 
success of the public works carried out by the agency attacked is 
employed as an argument for the further extension of state 
management. 
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Part III of the book gives an interesting account of the 
principal heads of public revenue. The tables appended illustrate 
the gradual decline in importance of the older sources of revenue 
which the Government of India had inherited from its pre- 
decessor, viz. land revenue and opium, and their supersession by 
more modern forms of taxation in the shape of customs and 
income tax, the profits from railways and irrigation works. The 
wisdom of the Government’s public works policy was at one 
time the subject of heated controversy, of which an echo may be 
found in the chapter on railway finance. It is permissible to 
doubt whether in his severe condemnation of the earlier system of 
guarantees the author has taken into account sufficiently the low 
credit of the East India Company, the disfavour into which such 
railway investments had fallen at the time, and, above all, the 
entirely new engineering problems to be encountered. 

One marked feature of the book is the attempt to divide the 
financial system of the country into water-tight compartments 
and to exclude questions of exchange, currency, note issue, as 
being separate subjects and not essential parts of a whole. The 
history of Indian finance does not lend itself well to this differen- 
tiation, since with the demonetisation of silver by European 
countries from 1871 onward, the fluctuations of the gold price of 
silver were such that the Indian budget was at the mercy of 
exchange, and expenditure and taxation had to be regulated 
accordingly. From this period to the end of the century currency 
problems were probably the most vital factor in determining the 
course of Indian finance. During the post-war period these 
problems, due in a measure to inflation, were a hardly less dis- 
turbing element. Towards the end of the book the author departs 
from this plan by a chapter on the recommendations of the 
Hilton-Young Commission. He gives his whole-hearted support 
to a Gold Standard with a Gold Mint and a Gold Currency and is 
by no means prepared to accept the findings of the Commission as 
to the amount of gold that would be required, having regard to 
the slow development of the banking system of the country, to 
establish and maintain this standard. Their further objection 
as to the effect of reducing silver to a token coinage on the silver 
hoards he seems to dismiss with a query as to whether such 
hoards in reality exist. 

Taken as a whole the book suffers from the defect that it opens 
up too many questions without exhausting or even fully examining 
them. The economic problems of a socialistic State are too 
vast and complex to be adequately considered in what is in the 
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main an historical study of a country’s finance. Before such 
generalisations as that “the more the State increases its pro- 
ductive enterprise, the more it is in a position to dispense with 
that relic of barbarism—taxation,” can be accepted, they must 
be examined in the light of the economic tendencies of a modern 
State, and, until so examined, they form an unsound guide for 
public finance. In places the financial interest has been largely 
overshadowed by speculations in the political and social field. 
The value of the book lies mainly in the historical review of 
portions of Indian finance and the useful statistical data com- 
piled, rather than in the somewhat bewildering ideas thrown out 
for amending the existing order of things. 

H. R. C. HamLtey 


Currency and Prices in India. By C. N. Vax, M.A., and 
S. K. Murangan, M.A. (P.S. King & Son. 1927. Pp. xvi + 
554. 18s.) , . 


Some Aspects of the Indian Currency Problem. By H. L. Cuas- 
LANI. (Oxford Book and Stationery Co., Kashmere Gate, 
Delhi. 1927. Pp. 57. Rs. 1.) 


Paper Currency in India. By B.B. DasGupta, Ph.D. (Calcutta 
University. 1927. Pp. xviii + 331.) 


THESE three publications are of a very different nature one 
from another: Currency and Prices in India is rather a text-book 
but is very long. It contains a well-documented history of 
Indian currency which calls for little comment. This ground 
has been rather overworked of late and there seems little value 
in adding to the long list of books already published. The 
section on Prices is more useful. It contains a very useful account 
and discussion of Indian index-numbers with a criticism of the 
methods of compilation. There are sections, more or less lengthy 
and detailed, giving the price history of the great staples of 
agriculture and trade. As a reference it will be of considerable 
value. 

Some Aspects of the Indian Currency Problem is a reprint of a 
series of articles contributed by the author to various papers on 
the Currency Problem. As such the chapters tend to repeat 
themselves in places. This, however, is no great drawback. 
Mr. Chablani has shown great insight and has treated his 
subject, as he always does, with much lucidity and admirable 
restraint. If all the present controversy were conducted in the 
same spirit there would not be such a waste of paper and time, 
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while at the same time the public interest would be greatly 
advanced. The author is opposed to stabilising exchange at 
present, as he prefers a stable price level. In this he is in dis- 
tinguished company though in disagreement with the Govern- 
ment attitude. While maintaining his own views, which are 
eminently reasonable, he maintains that the Commission report 
is, on the whole, a sound piece of work. He rightly emphasises 
the fact that the ratio problem is not the most important one: 
that the big question is the establishment of a standard. 

Dr. Das Gupta’s monograph was first presented as a thesis 
for the Ph.D. in Calcutta and has since been revised. It is an 
admirable piece of work and will be of real use, as hitherto there 
has been very little available on the Indian Paper Currency. The 
subject is treated very exhaustively, while the arrangement is 
good. The treatment is largely historical, though the author is 
capable of excellent analytical work when necessary. 

W. S. THATCHER 


Die Wirtschaftliche Emanzipation Siidamerikas. By Dr. Aveust 
SKALWEIT. (Jena: Gustav Fischer. 1927. Pp. 27.) 


Writ1neé with first-hand knowledge, gained by investigations 
made on the spot, the author of this modest little work comes to 
the conclusion that while a great future awaits South America, 
the expectations of some of its peoples are pitched too high, and 
that the course of development in that part of the world will be 
far less rapid than is commonly supposed. He makes it clear 
that the great drawback of the South American countries is their 
relatively small capacity for population under present conditions. 
In discussing this question Dr. Skalweit declines to take account 
of abstract potentialities, brushes aside all unsupported hypotheses 
and speculations, however high their authority, and argues from 
facts as he sees them. When, in view of the fact that the present 
density of population ranges from three to five persons to the 
square kilometre, optimistic prophets talk of a possible augmenta- 
tion to the extent of hundreds of millions, he asks with cruel 
pertinence, Where are they to come from and how will they live ? 
For the races now in possession are quite incapable of supplying 
the increase, and only a tropical stock will ever fill the vast voids. 
White peoples from temperate climes may, indeed, continue to 
exploit South America, but they will never populate it. He 
points out that although in the Argentine, the most favoured of 
its countries, the natural conditions for a large expansion exist, 
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the excess of immigration over emigration has greatly declined 
in recent years, a defective agrarian system being here chiefly 
at fault. What South America chiefly lacks are a prosperous 
agrarian population, a large rural middle class, and a big home 
market. Its people in general, we are told, are very poor—far 
poorer than Europeans appear to think. “The great mass of 
the population both in town and country lives in material and 
cultural impoverishment; from 80 to 85 per cent. of the people 
are, according to West European ideas, poor.’ Its fine cities, 
with their imposing palaces and boulevards, are merely the incon- 
gruous facade of a huge poor-house, and whatever opulence exists 
is that of the foreign elements which live on the country. “The 
worst of all these (South American) countries is not that the 
population is so small but that it consumes so little.’ Modern 
industry is organised on the basis of “‘ mass production,” and a 
national industry which cannot rely upon a mass consumption 
must always languish. ‘There are plenty of instances in South 
America of products of the home industry which are dearer than 
the most highly taxed imported articles.” Dr. Skalweit comes 
to the conclusion that if the South American countries hope to 
prosper they must follow a rational policy of immigration, and 
as a commencement reform their agrarian laws and systems in 
the direction of a great division of the land, so offering scope for a 
denser population and the creation of a large home market. The 
author has packed many striking facts and a lot of sound common- 


sense into few pages. 
W. H. Dawson 


Die Handelspolitische Bedeutung der deutschen Kolonien. By 
Kart WEuRSTEDT. (Hildesheim: Franz Borgmeyer, 1926. 
Pp. 241.) 


THE writer of this illuminating book can justly claim fitness 
for his self-imposed task, and he has discharged it with true 
German thoroughness. ‘First passing in review Germanic colon- 
ising episodes in remote antiquity (and thoughtfully reminding 
us that ‘‘ Kolonie ” is derived from the Latin colonia), he traces 
the more serious colonial ambitions and experiments of German 
rulers and merchants in the sixteenth, seventeenth, and eighteenth 
centuries—rehearsals, so to speak, preparatory to Bismarck’s 
more practical enterprises in this domain during the years 1882-6, 
when an oversea empire of about a million square miles was 
acquired by the newly-established Empire. It is the justifiable 
boast of the German nation that no part of this empire was 
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acquired by conquest in the old way, but all was either appro- 
priated as no man’s land or otherwise obtained, more or less 
legitimately, by purchase or exchange. 

The most important part of the book is that in which the 
author shows the development which the German colonies under- 
went before they fell like ripe fruit into the hands of their present 
holders as loot of war. The 190 or so pages which are devoted 
to this part of his subject contain a convincing reply to the 
childish contention of the authors of the Treaty of Versailles that 
Germany had failed as a colonising Power. In these days of 
protectionism run mad it is worth while to call to mind the fact 
that from first to last—in strong contrast to the traditional 
policy pursued by France and Portugal—Germany, in the treat- 
ment of her colonies, followed the policy of the ‘‘ open door,” 
neither reserving for herself commercial privileges in any of her 
protectorates nor giving to these preferential treatment in the 
home market. It is in keeping with the uncontroversial and 
objective temper shown by the author throughout his treatise 
that only the barest reference is made to the question of the 
future of Germany’s African patrimony. Yet the author 
advances arguments and facts which strongly support the view 
that his country’s need for the control of large tropical territories 
is greater now than ever before, and he leaves the reader in no 
doubt that the German nation in general, notwithstanding the 
vociferous protestations of Socialist idealists and Hebrew cos- 
mopolites, has not renounced, and does not intend to renounce, 
its claim to re-enter the ranks of colonial Powers. Why should 
it ? 

W. H. Dawson 


The Account Book of a Kentish Estate, 1616-1704. Edited by 
Exeanor C. Lopes. British Academy Series of Records of 
Social and Economic History. (Oxford University Press. 
1927. Pp. xlviii + 532. 31s. 6d. net.) 


THE most important advances made of recent years in the 
study of English economic history have been due to appreciation 
of the fact that statutes and blue books and contemporary treatises 
are insufficient as authorities, and that it is necessary, wherever 
possible, to get at the actual account books and correspondence 
of business firms, or, if the effects of economic legislation be our 
study, at the actual records of administration. The work done 
by the late George Unwin and his Manchester pupils, in emphasis- 
ing this need and using such sources of information, stands in 
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fact, in relation to the work of Cunningham, much as, in the 
field of institutional history, the work of Maitland and Professor 
Tout stands to that of Stubbs. In regard to agricultural history, 
it is true that the methods of the new school were to some extent 
anticipated long ago by Thorold Rogers’ use of medieval bailiffs 
accounts; but for the later periods of agricultural history similar 
material is hard to come by, and the publication of another 
estate account book belonging to the same century as that of 
Henry Best 1 is particularly welcome, especially as the seventeenth 
century is still one of the least known periods in our agricultural 
annals. 

At the same time it must be confessed that the sumptuous 
volume which is the latest addition to the British Academy’s 
series of Records of Social and Economic History hardly satisfies 
the expectations which it arouses. As Miss Lodge remarks in 
her Introduction: ‘‘ An account book is a tantalising source of 
information; it hints at so much, but explains_so little.’ And 
this particular account book is rather a clumsy and unmethodical 
record. It is little more than a list of payments, interspersed in 
some of the earlier years with Michaelmas valuations of stock 
and corn. The payments are mostly farming expenses, including 
poor rate, tithe, etc., and do not include household expenditure, 
but irrelevant items occur from time to time—for example, leading 
and glazing the windows of the house (p. 137), a “ riding sute 
for my wife” (p. 157), and payments made “ towards the main- 
tenance of my godson Nicholas Toke at Cambridge ”’ (pp. 138, 
140, 143, 148, 154). Many entries are duplicated (for example, 
pp. 80 and 81-82, pp. 91-92 and 94-95, pp. 104 and 105-106, and 
pp. 114 and 116), and the editor does not warn us against this 
source of possible confusion. About sales and receipts we natur- 
ally learn nothing from the account book, except, as it were, by 
accident, as when the dispatch of sheep to Smithfield involved a 
payment to the man who drove them there (p. 118), and except 
for some entries of receipts from sales for the years 1616-20 
which occur at the reverse end of the MS. (pp. 484-89). All 
the same the account book yields much interesting information. 
We get a general picture of large-scale farming—at Michaelmas 
1620 the stock amounted to 2230 sheep and 147 cattle, and in 
the autumn of the following year 83 steers were purchased— 
and that the farming was careful may be gathered from the 


1 Rural Economy in Yorkshire in 1641, being the Farming and Account Books 
of Henry Best. Surtees Society, 1857. The account book is a miscellaneous 
note-book of receipts and expenses. It only extends from 1616 to 1645. 
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payment made for weeding corn, cutting thistles, digging ant- 
hills, catching moles, digging and carting chalk, spreading dung 
and marling.1 Hop-growing appears from 1620 onwards and 
turnips are mentioned in 1686: clover seeds were bought in 
1653 (pp. xxix-xxx). Information about wages is abundant on 
almost every page, and Miss Lodge has summarised much of it 
in her Introduction. The amount of piece-work and the variety 
of operations for which it was used are astonishing. Isolated 
scraps of interest are not infrequent: e.g. we read that in 1617 
half an acre of beans was expected to yield 2 “‘ seames ”’ (p. 8),? 
that ‘‘ to (? two) weavers’ were employed in “ ripping (? reap- 
ing) 6 acers and a halfe”’ in 1628 (p. 104), that a highway rate 
was paid as early as 1636 (p. 165). We read a great deal about 
the payment of poor rates, and though Miss Lodge has extracted 
some of the more interesting facts which emerge, careful work 
upon the details would probably yield many more. The high 
rates suggest that poor relief by no means languished under the 
Commonwealth in the part of Kent with which the record deals, 
and a fall in the rates seems to come after the Restoration. 
Both as regards this subject and many others, statistical analysis 
of the account book might produce important results. It looks 
as if agricultural operations were contracted during the rebellion 
and interregnum, but only a very careful study could show 
whether this was actually the case and whether it was due to 
the pressure of taxes (which loom large in the accounts during 
this period), or whether the appearance of neglect is due merely 
to less complete account-keeping, to a reduction in the area 
farmed, or to the substitution of regular labourers paid by the 
half-year for casual workers and piece-work employment.’ But 
any student who attempts to wrest their secrets from these 
accounts must be on his guard against inaccuracies‘in the record 
itself. Occasionally the editor introduces a warning “‘ sic,” or 
indicates in a note what has gone wrong. But sometimes she 


1 Z.g. 1,750 loads of marle were spread in “‘ winterlands ” in 1631 (p. 129). 
The frequent purchase of tar probably indicates care for the sheep, though it 
would also seem to point to the prevalence of the scab. 

2 The “‘ seame ”’ was apparently 8 bushels, as the Glossary says, for threshing 
5 seames 6 bushels of wheat at 8d. came to 3s. 10d. (p. 51); and when Daniell 
Saudry was “ payd for 4 seams & 3 bushels of seed wheat at 3s. the bushel,’’ 
the total came to £5 58. (p. 277); but some other equations occur which do not 
work out exactly (see p. 13 for example). 

3 I get a general impression from the account that piece-work and signs of 
careful farming increase again after 1664. On the other hand, payments made 
for “‘ quicke sett” in 1653 suggest enclosing activity under the Commonwealth 
(p- 236). 
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has failed to do this. For example, on p. 91 she leaves the 
entry about ‘“‘ binding 13 acers oak ”’ as it stands, though there 
can be little doubt that the right reading should be “ oats.” 
Again, the payment of £16 8s. for poor rate on p. 236, which is 
left without comment, is shown by the parallel entry on the 
next page to be a mistake for £1 6s. 8d. It is a pity too that 
the index is not as good as it might be. Under “ Clover,” for 
example, it only refers us to entries relating to a labourer of 
that name, and under ‘‘ Marle”’ to those which mention a field 
called Marle! Yet the index is not limited to proper names. 
The Appendices (pp. 491-6) contain some interesting items, 
especially about hop-gardens and rotations, culled from some 
eighteenth-century account books of the estate. 
R. LENNARD 





NOTES AND MEMORANDA 


CREDIT EXPANSION, SAVINGS AND GOLD Export 


1. Mr. RoBErtson’s noteworthy contributions to the theory 
of credit } deserve to be developed; and, if developed, throw 
much light on several sections of economics. One of these con- 
tributions concerns the effects of credit expansion on the creation 
of circulating capital. He holds that most of the real circulating 
capital that business men need and get hold of is supplied (either 
directly or through the banking system) by spontaneous saving 
(spontaneous lacking) by the public; but that a part of it can 
be supplied, if necessary, out of forced saving (automatic stint- 
ing), which the banking system of the country inflicts on the 
public, through an abnormal expansion of credit, whenever 
spontaneous savings are not sufficient to meet business men’s 
credit demand. The banking system, in fact, expanding credit, 
increases the daily stream of money at the business men’s dis- 
posal; and, empowering them to compete with the main daily 
stream of money for the daily stream of marketable goods, 
secures them a part of the latter, depriving the residue of the 
public of consumption which they would otherwise have enjoyed, 
and engendering a general rise of prices. Goods, which the public 
keep from consuming, and are handed over to business men, 
represent the real capital created thereby by the banking system. 

In the whole statement of his theory Mr. Robertson tacitly 
assumes that the country which expands credit is economically 
isolated from other countries. This assumption, however, does 
not thoroughly conform to conditions prevailing in the modern 
world. Everyone knows that most countries are, nowadays, 
economically connected with each other. It may therefore be 
interesting to inquire how far, on this assumption, the above 
theory holds. The aim of this note is to deal with this point of 
the problem. 

2. Two cases may be considered: (1) where the country 
concerned is a gold standard one; (2) where it has an incon- 
vertible paper currency. For both cases we shall consider the 
influence which an abnormal credit expansion exercises on forced 
saving, either through the ordinary course of international trade 


1 Banking Policy and the Price Level, London, 1926. 
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or through foreign borrowing. And in both cases credit expan- 
sion will be supposed to be confined to one country only. 

3. So far as international trade is concerned, an abnormal 
credit expansion in a gold standard country, causing prices to 
rise, tends to increase imports and to decrease exports of goods, 
and to drive gold out of the country, until, by its outflow, the 
same level of prices will be-again restored in every country. 
While this is happening, the stream of goods will increase, in the 
country concerned, by the full increase of the quantity balance 
of imports over exports. Obviously, the more goods that are 
entering from abroad, the less goods the public of the country 
need to save in order that a given amount of real savings may 
pass over to business men. Thus the increase of the net imports 
of goods arising from credit expansion, through the ordinary 
course of international trade, tends to relieve the public of the 
country from a part of the burden of the forced saving inflicted 
on them. But let us see what these imports of- goods.mean for 
the countries they are exported from. These countries send to 
the first one goods in exchange of gold. In so doing they refrain 
from consuming those goods themselves, that is to say, they save ; 
and the gold they hoard is the material goods in which they 
embody their savings. Compelling, then, other countries, through 
credit expansion, to supply her goods against gold, the country 
concerned acts so as to force other countries to save on her 
account. As soon as the production, for which the new circulat- 
ing capital was requested, comes to an end, a reverse process is 
set in motion. Business men, paying back their borrowings to 
the banks, allow credit to deflate. Prices deflate also, exports 
increase, imports decrease and the country gets back the gold 
she had formerly exported. Getting it back in exchange of 
other goods, she is, practically, still saving; while other countries, 
getting goods in exchange of gold, have the power to consume 
their former savings. That part of the burden of the forced 
saving, which the first country had previously transferred to 
other countries, is then shifted back again to her later on. The 
real savings requisite to meet business men’s demand, which 
were supplied, at the beginning, either by the country concerned 
or by other countries, will be, at the end, entirely supplied by 
the former. Instead of concentrating itself in a short space of 
time, the burden of the whole saving will spread through a long 
period of time, and will therefore be lighter. Hence the transfer 
of gold from the country expanding credit to other countries, 
which, considered from a mere monetary point of view, is to be 
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thought of as an undesirable event, if considered in connection 
with collateral problems which arise from it, may be said to be 
(so far, at least, as it does not shake the soundness of the credit 
system of the exporting country) a device by which this country 
transfers, temporarily, to other countries a part of the burden 
of the forced saving the bank system imposes on her, causing 
thereby that burden to distribute itself in time more evenly, 
and to be lighter than it would otherwise have been. 

4, As far as foreign borrowing is concerned, we know that it 
tends, like any other kind of borrowing, to postpone, for the 
borrower, the burden of saving. When the borrower is a country, 
that happens in the following way. Through a well-known 
process, borrowing tends to increase the imports of the borrowing 
country. Thus, whilst borrowing is going on, the stream of 
marketable goods available to her tends to increase; relieving 
thereby her public from a part of the burden of the forced saving 
inflicted on them, and transferring this burden to the lending 
countries. It must be observed, however, that in so far as the 
former country exports gold, she is imposing on other countries, 
as already seen, forced saving, whilst in so far as she is borrowing 
from them she is taking out of them spontaneous savings. When, 
later on, loans are being paid back and the reverse process is 
setting in, the stream of goods will decrease, throwing on the 
public’s shoulders the part of the burden they had been previously 
relieved from. In this respect, then, borrowing works just as 
gold export. But there is a difference. Gold export does not 
involve the payment of any interest. Consequently, the country 
from which gold was exported has to export later on, in order 
to get it back again, goods of the same value as those she had 
formerly imported. Borrowing, on the other hand, involves the 
payment of interest; and the borrowing country, in order to 
pay back her loans, has to export goods of a greater value than 
she had previously imported. It follows that export of gold, as 
a means of postponing part of the burden of forced saving, is 
preferable to borrowing; and that, as far as it is possible, it 
will be resorted to. But there is a limit to it. Exporting gold, 
the country restricts the basis of her credit system, and increases 
the chances of a bank collapse. There is a minimum ratio of 
gold reserves to liabilities of the banking system, as a whole, 
under which gold reserves must not go. So long as the actual 
ratio is higher than the minimum one, the country will find it 
convenient to export gold; and she will not borrow. But as 
soon as that minimum ratio is reached, she will stop gold export, 
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and will resort to loans. Practically that happens through the 
action of the central bank, which, raising when necessary the 
rate of discount, stops the gold outflow and calls into play, in its 
stead, borrowing. From what has been said so far we see, then, 
that in a gold standard country, economically connected with 
other countries, the stream of the real circulating capital which 
the banking system creates, through an abnormal credit expan- 
sion whenever spontaneous savings fail to do so, is supplied, 
so long as credit inflation lasts, partially by the public of the 
country, through forced saving, and partially by other countries, 
either through gold export, that is to say, through forced saving, 
or through lending, that is to say, through spontaneous saving.! 
Subsequently, when internal credit is being deflated, the country 
will either reimport her gold or pay back her foreign loans. By 
so doing she will increase her exports of goods and diminish the 
size of the stream of goods available to her public, compelling 
them to refrain, later on, from consumption, and. causing 
thereby the whole circulating capital to be ultimately supplied 
by them out of forced saving. But by so doing she is minimising, 
on the whole, the burden thereof. 

5. Let us turn now to an inconvertible paper country. In 
such a country, if the banking system, in order to meet business 
men’s demand, expands credit, prices will rise, as in a gold 
standard country. But, as the national currency is not con- 
vertible into gold, foreign exchanges will also rise. Three cases, 
so far as the influence of the ordinary course of international 
trade is concerned, are possible and have to be considered : 
(1) when the rise of internal prices goes ahead of that of foreign 
exchanges; (2) when it keeps level with it; (3) when it lags 
behind it. 

In the first case, internal prices will be, provisionally, higher 
than external ones; imports will increase, exports decrease, the 
stream of goods at the country’s disposal will be greater; and 
the net result will be an increase of the real capital, coming, even 
in this case, partly from internal forced saving and partly from 
abroad. A reverse process, similar to the one explained above, 
will come into play later on. But in the meanwhile the abnormal 
credit expansion in the country concerned causes the burden of 
the forced saving, arising from it, to be partially shifted on to 
other countries. And that occurs through a change in the real 
ratio of international interchange. 

1 We leave here out of account less important sources of supply. See for 
them, Pigou, Industrial Fluctuations, London, 1927, pp. 105-13. 
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In the second case (the rise of internal prices being supposed 
to keep pace with the rise of foreign exchanges) there will be no 
change, neither in the real ratio of international interchange nor 
in the volume of imports and exports; and the burden of the 
forced saving will be entirely borne from the outset, so far as it 
depends on the ordinary course of international trade, by national 
consumers, just as if the country had no economic connections 
with other countries. 

In the third case (internal prices being supposed to be lagging 
behind foreign exchanges) the real ratio of international inter- 
change will move, at first, against the country. Exports will 
increase, imports decrease, the stream of available commodities 
will decrease, and the burden of the forced saving will be, for 
national consumers, greater, at first, than if the couatry did not 
trade at all. When, later on, the reverse process is set in motion, 
there will be a net increase of imports, and thereby an increase 
of the stream of goods at the country’s disposal; which, upsetting 
the former situation, will cause that burden to be lighter than 
it would otherwise have been. In this case, therefore, the 
existence of trading connections with other countries, instead of 
diminishing the unevenness of the distribution in time of that 
burden, tends to increase it, and to increase, thereby, on balance, 
the burden of the public. The experience of the last decade has 
taught us that the case that practically occurs is the last one. 
Thence we infer that the expansion of banking credit in an 
inconvertible paper country, having economic connections with 
other countries, works generally (so far as it depends on inter- 
national trade) less satisfactorily than in an isolated country as 
a creator of real circulating capital. It follows that a country 
in the above conditions would have to resort to foreign loans 
more extensively than a gold standard one in order that her 
public may be partially relieved from the burden of forced 
saving. Practically, however, this is unlikely to occur, as 
countries with a stabilised money do not generally lend willingly 
and largely to countries with an unstabilised one.1 Hence in a 
paper currency country, economically connected with other 
countries, credit expansion is, generally, less efficient than in an 
isolated country, or in a gold standard one, as a creator of real 
circulating capital; and a greater credit expansion is, conse- 
quently, necessary in order that a given amount of real savings 
should, in the time requested, pass over to business men. We 
have here an instance of the drawbacks of paper currency. 


1 Keynes, A Tract on Monetary Reform, London, 1923, p. 109. 
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6. Summarising the results of this note we may, then, 
conclude : 

(1) That in a gold standard country, economically connected 
with other countries, the burden of a given amount of forced 
real savings, arising from an abnormal credit expansion, is, for 
national consumers, lighter than if the country were isolated, 
part of that burden being, provisionally, shifted over to other 
countries, through a temporary gold export and through foreign 
borrowing ; 

(2) That in an inconvertible paper country, economically 
connected with other countries, that burden is, presumably, 
nearly always greater than in an isolated country, the uneven- 
ness of its distribution in time being, generally, increased by 
trade connections, and its increase being unlikely to be always 


entirely cancelled by foreign borrowing. 
Marco Fanno 


Padova University. 
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PRODUCTIVITY THEORIES OF THE TRADE CYCLE 


THE view that commercial crises, periods of recurrent unem- 
ployment and, in short, the various phenomena which go to 
make up what is now known as the trade cycle, are related in 
some way or other to the increasing productivity of labour 
brought about by modern methods of manufacture and dis- 
tribution is not, of course, a new idea in economics. The germs 
of it are doubtless to be found in the writings of Malthus and 
Sismondi. Rodbertus seems to have been responsible for its 
introduction into socialistic literature, where it has figured largely 
ever since. 

Unfortunately this class of theory has usually been expressed 
in forms unacceptable to the majority of economists. Thus the 
theories of Malthus and Sismondi contained assumptions as to the 
possibility of there being a general over-production of com- 
modities, that is to say, a supply of all kinds of goods in excess 
of the demand. These assumptions were strongly contested at 
the time by J. B. Say and the elder Mill, and later by J. S. Mill, 
the latter of whom roundly asserted that the theory of general 
over-production implies an absurdity (Principles of Political 
Economy, Book III., Chap. XIV., Section 3). This declaration 
represented the orthodox position in Mill’s time and, as regards 
the original theory, it is probably the orthodox position to-day, 
despite some apparent indications to the contrary (e.g. Professor 
K2 
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L. V. Birck, ‘‘ Theories of Over-Production,”” Economic JOURNAL, 
March 1927, p. 21: ‘“‘ Everybody knows that a relative 
general glut reappears every time credit cotianeos, and that it is 
a natural and regularly reappearing pher men. of deflation.” 
See also Mr. G. B. Dibblee, The Laws of ©uppis and Demand, 
1912, chapter on Over-Production). 

Apart from the postulate of over-procuction, tue theories of 
the trade cycle favoured by socialists have been otherwise objec- 
tionable, in that they have tended to give rise to the impression 
that the spread of labour-saving devices must necessarily cause 
corresponding unemployment, at least under capitalistic con- 
ditions—although some guild socialists and others might wave 
even this last qualification. In its simplest form, the usual 
reply to this is, (a) that the use of machinery frequently lowers 
prices and stimulates consumption to such an extent that the 
demand for labour in the affected industry is fully maintained, 
and (b) that where this is not the case, the “isplaced labourers 
find employment in other industries. In a competitive system, 
however, these theses are true only in so far as competition is 
perfect and capital and labour are freely mobile. In general 
none of these conditions are fulfilled, and so industrial improve- 
ment must be held to be responsible for at least a certain amount 
of unemployment. 

Most economic text-books now recognise that owing to the 
imperfect mobility of capital and of labour (more especially of the 
latter), temporary disturbances of the labour market may ensue 
on industrial reorganisations and improvements in technique. 
This fact has also been recognised in many countries by the 
Legislature in the provision of labour exchanges, the object of 
which is to increase the mobility of labour by rendering it easier 
for the unemployed person to find a vacancy. The effects of 
imperfect competition per se have not, however, been so well 
studied. Reflection on this matter finally led to the publication 
in the Economic JouRNAL of June 1926, of the writer’s article on 
““A Possible Cause of Cyclical Unemployment.” Here the 
thesis was laid down and partially developed that industrial 
competition—e.g. the competition between producer and pro- 
ducer—is of variable incidence in point of time, and that this 
intrinsic variable incidence, with or by repercussions upon credit, 
determines the phenomenon of the trade cycle. (It is an interest- 
ing question, by the way, whether this variability is not really 
associated with the relative immobility of much fixed capital, 
i.e. as contrasted with circulating capital. Increase of the former 
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proceeds not only gradually but also in many cases very dis- 
continuously. Most patently is this the case when the capital 
increase arises through the formation of new businesses, when 
large blocks or quanta of fixed capital suddenly appear and begin 
to function. The possibilities for cyclical disturbance here are 
obvious.) Actually, the trade cycle is regarded essentially as a 
profit cycle, with a modifying but dependent credit cycle super- 
imposed. Along these lines, then, we reach a productivity 
theory of the trade cycle which, while it may or may not be true, 
would at least appear to be free from the prima facie objections 
that we have seen attached to so many other theories of this 
nature. 

Curiously enough, in the last six pages of his article on 
“‘ Theories of Over-Production,” which appeared in the Economic 
JOURNAL of March last, Professor L. V. Birck, of the University 
of Copenhagen, has propounded yet another productivity theory of 
cyclical fluctuations in industry. The differences between the 
two theories will be best understood by setting out point by point 
the course of a trade cycle according to each theory. Thus: 


The Writer’s Theory 


1. Industrial improvements (technical and administrative) 
increase the productivity of labour. 

2. Owing to the temporarily imperfect working of competition, 
the increase in productivity is not accompanied by an adequate 
stimulation of consumption through lowered prices. 

3. Nevertheless the profitable condition of trade, by increasing 
the values of securities, provokes an expansion of credit which 
masks or entirely staves off any threatened fall in consumption. 

4. Depression is signalised by increase of competition and 
collapse of credit, resulting in destruction of purchasing power 
and rapid fall in prices; until a new production-consumption 
equilibrium is established at «a lower real price-level in the 
improving industries. 


Professor Birck’s Theory 


1. Industrial improvements increase the productivity of 
labour. 

2. The introduction of said improvements throughout industry 
would, however, entail a larger capital expenditure than is 
provided for by the current rate of saving. 

3. Workers are consequently thrown out of employment until 
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sufficient profit has been capitalised and invested in improvements 
to keep all the workers fully employed. 


Professor Birck’s theory, it will be seen, postulates wnder- 
saving, associated with improving technique, as the chief cause 
of unemployment. In this it is directly contrary to Mr. J. A. 
Hobson’s theory (vide Economics of Unemployment, 1922), 
wherein recurrent over-saving is postulated. 

By contrast with the above a socialist theory may be set out : 


Socialist Theory 


1. Industrial improvements increase the productivity of 
labour. 

2. Owing to the monopolising power of the capitalists, the 
increase in productivity is not accompanied by an adequate 
increase in the workers’ consumption. 

3. The capitalists being unable to consume all the surplus 
goods, a condition of over-production of goods and under- 
employment of labour is established, production being curtailed 
until the surfeit of goods has disappeared or been consumed. 


This is practically the view expressed by Mr. Philip Snowden 
in his Labour and the New World, 1921, pp. 188-9. It is, however, 
common to socialistic literature. Mr. Hobson’s theory would 
appear to be very similar, the only important differences being 
those of emphasis. Incidentally the writer’s own theory also 
resembles the socialist view in tracing the genesis of the trade 
cycle to an increase in capitalists’ profits. But whereas the 
writer attributes this increase to a purely temporary slackening 
of the forces of competition, resulting in an unstable prices-level 
for certain classes of commodities, the socialists attribute it to 
the permanently superior bargaining power of the capitalists as 
against the wage-earners. Otherwise the two theories have 
nothing in common. 

As to other theories of the cycle, it is sufficient just to mention 
here those of the various would-be currency reformers who base 
their case on an alleged failure of purchasing power, “ tied to 
gold,” to keep pace with the increasing flow of goods brought to 
market as a result of the intensive methods of modern industry. 
The so-called flaw in the price system is held to limit the market, 
and to cause unemployment and trade losses, liabilities from which 
an inconvertible paper currency is designed to free us. 

In view of the very recent introduction of the writer’s and 





{ARCH 


ments 


nder- 
pause 
y. A. 
922), 


ut : 


of 


the 
ate 


lus 
er- 


led 














1928] MOBILITY OF LABOUR IN COTTON INDUSTRY 135 


of Professor Birck’s theories, the lack of data, and the complex 
issues involved, serious criticism or discussion of them at this 
stage can hardly profitably be attempted. Nevertheless the 
almost simultaneous publication of two apparently new and 
quite distinct productivity theories of the trade cycle may well 
prove to be the herald of a revival in this class of theory which 
will gravely affect the standing of the purely monetary theories. 
Whether this should prove to be the case or not, the facts emphasise 
the great need for caution to avoid arriving at a premature 


solution. 
JAMES SOUTHWORTH 





Tur Mosiuity oF LABOUR IN THE CoTTon INDUSTRY 


1. LITTLE attention has been paid, as yet, to the effects of the 
depression in the cotton industry on the operatives themselves. 
Since 1921 production has never been greater than about 80 per 
cent. of capacity, so that under-employment has been great and 
continuous. The lessened demand for labour, revealing itself in 
loss of earnings, would, it seems, compel adaptation on the part 
of labour to the new situation. It comes, then, as a surprise to 
learn from the Ministry of Labour ! that the number of insured 
persons in the industry is still larger than in 1923, although there 
has been a slight decrease between 1926-27. Following on this, 
a recent official investigation discloses the fact that between 1920 
and 1925 the percentage of outward transfers from the cotton 
industry has been less than from any other industry excepting 
coal.2 It was to confirm the broad impression thus created of 
the immobility of labour in the present depression that further 
evidence was sought as to the internal movement within the 
industry itself. It is now clearly established that the depression 
is highly localised. Some towns, especially in the Oldham 
district, have suffered badly, whilst others have remained almost 
unaffected. In July 1927, at the annual collection of Unemploy- 
ment Insurance cards, an attempt was made to discover whether 
there had been any movement of labour from the depressed to 
the prosperous sections of the industry. 

2. When, in 1920, the then existing scheme of National Unem- 
ployment Insurance was replaced by a wider and more com- 
prehensive system, the cards issued to individuals insured bore a 


1 Ministry of Labour Gazette, November 1927. 
2 Report on an Investigation into the Employment and Insurance History of 


a Sample of Insured Persons, 1927. 
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number representing their office of origin. Cards issued since 
that date to entrants into insurance similarly have been num- 
bered to reveal the Employment Exchange from which each 
individual drew his card originally. Despite annual renewals of 
each card and possible changes in the occupations and industries 
of the holders of cards, those original numbers representing the - 
geographical source have been retained. Each year, in July, 
insurance cards are collected, the old cards being lodged at Kew 
and the renewals redistributed. The collection of the old cards 
is carried through by the local Employment Exchanges, each of 
which may collect directly from the individuals served by that 
Exchange or from firms within its own sphere of operation. The 
result is that, at the annual collection in July, each Employment 
Exchange finds among the group of cards it has prepared for 
dispatch to Kew many bearing an origin number which differs 
from its own. The reason is, of course, that insured persons have 
moved from one part of the country to another, either in the same 
or different industries, and the retention by the Ministry of 
Labour of the old origin number reveals this movement. 

This provides a method of measuring the movement of labour 
between the years 1920 and 1927, since at the annual July 
collection of old cards each Employment Exchange will have a 
number of “ foreign ” cards of persons who, at some time since 
1920, have moved into the area covered by that particular 
Exchange from the area covered by the Employment Exchange 
from which the card was originally drawn. 

Through the kindness of the officials of the North-western 
Division of the Ministry of Labour Employment and Insurance 
Department, it has been possible to collect, in respect of all 
cards in the industrial group VA—.e. the group covering cotton 
manufacture—and for each Exchange in Lancashire where the 
cotton industry is important, details of the number of “ foreign ” 
cards lodged during the transfer of cards which took place in 
July 1927. Since the holders of these “foreign” cards may 
have moved either from another industry into cotton, or from 
some part of the cotton industry other than that in which 
they found themselves in July 1927, this information should give 
a fair index of the extent to which labour has either moved 
from some outside industry into the cotton industry, or has 
moved from one section of the cotton industry to another between 
the years 1920-27. 

Such movement of labour was found to be very slight. In 
the majority of Exchanges the percentage of “ foreign ” cards to 
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the total cards lodged was less than 5 per cent., and in some 
cases as low as 1 or 2 per cent. Taking forty-five Exchanges 
together, men and women, the figure was 2-8 per cent. As might 
be expected, the movement of women workers was less than that 
of men. Only in the case of two Exchanges do the “ foreign ” 
card percentages for women exceed those for men. The per- 
centage for men was 3-1, and that for women 2-3. The proportion 
of “ foreign ” cards was lower in those sections of the industry 
which have felt the brunt of the depression, such as Oldham 
(1:6 per cent. for men, and 0-7 per cent. for women) or Royton 
(1-8 per cent. and 1-0 per cent.), than in those areas where fine 
spinning predominates and where unemployment is slight, such 
as Bolton (3-9 per cent. and 3-1 per cent.). On the weaving side 
the same difference is still noticeable, though less marked. Thus 
Burnley is below the average (2-9 per cent. and 1-8 per cent.), 
whilst Preston—engaged in comparatively high-class work—is 
above it (7:3 per cent. and 5-4 per cent.). . a 

There appears to have been no movement of labour between 
areas in the Lancashire cotton industry which have been com- 
paratively prosperous since 1920 and those which have been 
constantly depressed. The fine spinning and weaving areas 
have not, to any appreciable extent, drawn labour from the 
coarse-spinning towns. Accrington appears to have drawn 
labour from Blackburn and Burnley, but Blackburn and Burnley, 
in turn, have taken labour from Accrington. The movement 
within the industry appears not as a broad movement produced 
by a common economic stimulus, but as the inexplicable variety 
of individual action prompted by purely personal factors. 

3. The evidence suggests, therefore, that the problem of the 
surplus labour in the industry has yet to be dealt with. The 
labour in the cotton industry is naturally immobile, due to the 
high proportion of women workers and the close personal relation 
which still exists between employers and employees. There 
seems little doubt that this immobility has been accentuated by 
the general system of short-time working which has been steadily 
adhered to since 1921, combined with the practice of organising 
short-time working in a way which has enabled the worker to 
draw his weekly income partly from the employer and partly 
from the Unemployment Insurance fund. 

J. JEWKES 
H. CAMPION 
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UNEMPLOYMENT IN THE MADRAS PRESIDENCY 


It was to be expected that if any lack of employment should 
be experienced in India, the industrial sections that would feel 
it first would be Bengal with its extensive jute mills, and Bombay 
with its large cotton interests. They felt the pressure several 
years ago; committees investigated the situation and made 
recommendations. It was not until about two and a half 
years ago that the problem became acute in Madras, when 
the attention of the Legislative Council was called to the 
matter, and Government appointed a strong committee repre- 
sentative of official and business interests to consider the ques- 
tion carefully and make recommendations. The present writer 
was a member of that Government Unemployment Committee, 
which contained prominent business men, educationalists and 
a large number of Indian public men; Sir George Paddison, 
the Commissioner of Labour, Madras Government, was the 
President. The terms of reference were broad, allowing adequate 
freedom to the Committee in attacking the problem. The 
Committee was asked to investigate the question of unemploy- 
ment among the “educated middle classes”’ in the Madras 
Presidency, and to submit its report to Government. The 
method of procedure adopted by the Committee was to draw up a 
questionnaire and submit it to a large number of people in the 
Presidency, asking them to give whatever information and sug- 
gestions they might have on the problem. Then a number of 
people were called for personal interviews and the giving of oral 
evidence to the Committee. On the basis of this evidence, both 
written and oral, the Committee drafted its report, which has now 
gone to the Press, and later will be fully considered in the Legis- 
lative Council. The Committee was at work for: about a year 
during 1926 and 1927. 

With a problem so vast as the question of unemployment 
in a population of forty-five millions some limitation must be set 
to the investigation; that limitation of the field was set by 
including only the ‘‘ educated middle classes ”—that is, students 
of the High School, Intermediate College and B.A. graduate 
grade, who are at the present time the class most affected by 
unemployment. It was to help this class of the community that 
the Committee was set to work. 

The first thing that the Committee tried to find out was the 
extent of unemployment. Employers reported that they were 
constantly besieged with young men seeking a clerical job. In 
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order to make sure on this point, the Committee asked the Super- 
intending Engineer, Mettur Irrigation Project, to insert a test 
advertisement in the newspapers for a clerk’s position, offering a 
monthly wage of Rs. 35, or about 13 shillings a week. The 
result was that 666 applications were received; of these, 30 were 
from graduates, 61 from intermediates, 194 came from High 
School students, and 381 from those who had not passed through 
a High School, and therefore were not eligible to take a University 
course. That means that B.A. graduates were willing to take a 
position requiring no higher qualifications than those possessed 
by a person not even having a High School training on a salary 
of thirteen shillings a week. A commercial firm in Madras 
advertised in a similar way for a clerk on the same rate of pay, 
and received 787 applications. That gave the Committee a pretty 
good idea of the extent of unemployment among this class of 
people. It suggested that the supply of this class of labour was 
greatly in excess of the demand. : 
Another line followed up was to ascertain the aan of clerical 
and professional posts to be filled up every year, and also the 
number of young men leaving school and college each year, who 
would be competing for those positions. It was ascertained, on an 
average being taken of the last five years, that 14,000 educated or 
at least partially educated young men of the middle classes are 
thrown on the clerical labour market every year, but the number 
of vacancies to be filled for that class of service is only 7,000 per 
year. So that the problem resolves itself into this: the pro- 
portion of educated young men in South India seeking employ- 
ment every year to the demand for their services is approximately 
speaking two to one. Another distressing fact is that the open- 
ings for clerical work are relatively on the decrease, while the 
number of people qualified to fill them is decidedly on the increase. 
For instance, according to the last Census Report there has been 
a decrease of 114 per cent. of persons employed in Government 
service, of 21 per cent. in Municipal and Local Board service, and 
of 25 per cent. in the professions. On the other hand, the 
statistics furnished by the Director of Public Instruction for the 
decade 1915 to 1925 show that the number of graduates has more 
than doubled, the number of intermediates has trebled, and the 
number of those completing the High School course is 2} times 
more than the number in 1915. To put it in another way: 
taking the average of the past three years, it is found that the 
approximate percentage of men permanently employed to the 
supply of such men is as follows : 
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(1) Graduates in Arts . 28 per cent. 
(2) Intermediates . ; : i 2 te 
(3) Completed High School . x £4 
(4) Non-completed High School . 8 _,, 


These figures refer only to Government service, but they are 
indicative of the situation as a whole. 

From these and other similar facts the Committee found that 
there is very serious unemployment among the educated middle 
class of young men in the Madras Presidency, and that this 
unemployment tends to increase each year in proportion to the 
increase of students taking the course in secondary education. 
It was apparent that the extent of unemployment among those 
having only a general education was greater than among those 
who had some professional training, and the greater the degree of 
professional qualifications the more was such a person insured 
against the chances of unemployment. There is very little 
middle-class unemployment in the occupations of agriculture 
and industry, including handicrafts, because the demand there is 
greater than the supply of those willing to engage in this kind of 
work. On the other hand, the professions of law and teaching 
are greatly overcrowded. In the medical profession there would 
be greater scope for employment and less chance of unemployment, 
if the practitioners would distribute themselves more evenly over 
the Presidency, instead of concentrating in the cities and larger 
towns. There is some unemployment among those having 
training in engineering, but as the country advances these ought to 
be able to find work. Unemployment in business firms, or among 
those trained for a commercial life, is very serious at present, 
but here again this situation should be bettered as trade revives 
and the country develops. ‘ 

The Madras Presidency, like all other countries, has suffered 
from the reaction after the war. Large numbers of men employed 
in war-clerical work returned to swell the ranks of the ‘more or 
less educated unemployed. Government was forced to adopt a 
policy of retrenchment because of the shortness of money occa- 
sioned chiefly by the large contribution which Madras was called 
upon to make to the Central Government of India. This condition 
affected business firms, of course, and many of them, instead of 
giving employment to new men, had to dismiss many of their old 
and experienced staff. There was a serious loss of markets which 
reduced production and consequently employment. There was 
a large increase in credit which drove prices up, and the disloca- 
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tion of the exchange added to the general unfortunate situation. 
These are more or less general causes of unemployment which 
were experienced all over the world. But there are causes dis- 
tinctly peculiar to South India, and it is of them that I wish 
especially to speak. 

The extent of unemployment among the educated middle 
classes in the Madras Presidency is due to two chief causes: 
in the first place, the very widely held idea throughout South 
India that the real object and purpose of an education is to secure 
either a Government position or the right to plead in the law 
courts; and secondly, that the pursuit of agriculture, which 
has to support about 70 per cent. of the population, offers no 
career for an educated young man. The repercussion of these 
two erroneous ideas has brought about a serious state of unemploy- 
ment, which is having a bad effect upon the economic life of the 
whole country. 

We shall have to go back for nearly a hundred years to under- 
stand the history of that first cause. English education was 
allowed in India by the East India Company for the purpose of 
supplying a sufficient number of trained clerks and other workers 
for Government service; “ to provide a regular supply of qualified 
Hindu and Mohammedan law officers for the judicial adminis- 
tration,” and also “for the introduction and promotion of a 
knowledge of the sciences among the inhabitants.” 1 It was this 
commercial value of an English education which made the 
acquiring of English so attractive; it was the golden key which 
opened to bright young men a sure “ berth ” in the Government 
service, carrying with it good pay, congenial clerical work and a 
pension for old age. No wonder, then, that poor parents, illiterate 
themselves in many cases, have sacrificed their all and gone 
heavily in debt to give their boys an English education. That 
point of view and practice have continued down to the present 
day. 

e" law course and a degree in law have had and still have a 
great attraction for Indian young men. The prizes to be won are 
considerable, and some of the brightest and cleverest lawyers have 
become very wealthy through an extensive practice, but these 
honours and successes come only to the few. There are thousands 
of lawyers who are not able to earn a living from their practice, 
and yet every year scores of young men enrol in the Law College 
in Madras. A pleader’s licence is the ticket of admission to an 
honourable and exclusive caste which allows to its membership 


1 Sir Charles Trevelyan’s The Education of the People of India (1838). 
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a considerable amount of prestige. Many young men say, when 
asked why they try a profession which is so obviously over- 
supplied, that {ey want the law training, and ‘‘ anyhow what else 
can we do”’! 

If Government service and the law are overrated, it is equally 
true that agriculture is sadly underrated as a possible career for 
an educated young man. The desire to possess land is very keen 
throughout India, but the joy and independence of cultivating 
one’s own land does not appeal to the average owner. More 
and more is it the practice for the cultivating owner to be replaced 
by the absentee owner who leases his land on some sharing system 
or for a cash rental, and then ceases to take an interest in his land 
except to collect the rent. The idea that a sufficiently large farm, 
with the capital which would have been spent on a university 
education, might make a career for his son and be at the same 
time a paying business concern does not seem to enter the head 
of either the average father or the son. The popular opinion in 
India about agriculture is that it is possible to follow it to make 
a living, but not to make money. One reason for this attitude is 
the vicious and uneconomic practice of minute subdivision of 
land holdings. Until larger holdings are possible by a change 
in the present joint-family system one cannot see much induce- 
ment to young men with some education to go back to the land 
for the purpose of cultivating their land to make money by 
up-to-date farming. 

There are other reasons as well for this decided distaste for 
agriculture, such as the townward drift, which is very real in 
modern India. Growing towns are providing all kinds of attrac- 
tions to young men to lure them from the country. The life of 
a clerk is considered more dignified than that of a farmer, and con- 
sequently the ordinary educated man prefers a mere pittance in 
a town to the possibility of success on his own farm. The way 
South India is economically constituted at present means that 
it must continue for a long time to come to give employment to 
about 70 per cent. of its population on the land. Otherwise, 
there will be a constant over-supply of the market in other branches 
of labour, such as Government service, clerical positions, and the 
professions, which will result in a continual unemployment 
problem. Caste figures in the case to some extent because it 
renders labour immobile; caste restrictions are untenable in the 
economics of a modern state. Much can also be said against the 
lack of variety in the Madras educational system. For the 
purpose which called the system into being it has served the country 
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well, but the needs of the country have long since outgrown its 
educational system. The country to-day wants more than a 
merely literary trained man, capable of doing the work of a clerk, 
a writer, or an ordinary teacher. India needs to-day young men 
with a technological training, who will have imagination and 
initiative enough to strike out for themselves, to make a career 
for themselves outside of the beaten track. The Committee 
consider that the failure of parents and educationists, as well as 
Government, to read the signs of the times in determining the 
careers of young men by something like vocational guidance is 
one of the main causes of unemployment. 

The Committee have not been able to find out and recommend 
a magical solution of the problem that will at once abolish unem- 
ployment and give every young man in the Presidency a job 
which is permanent and to his liking. No radical changes have 
been suggested, but the Committee have been able to diagnose 
the trouble and outline a policy for the future which if. persisted 
in will in time greatly relieve the present unemployment situation. 
The first thing to do is to remove from Indian thinking the two 
erroneous ideas that education is solely for the purpose of getting 
into Government service, and that the pursuit of agriculture is 
below the dignity of an educated man. These two ideas must 
be abolished, root and branch, by an educational campaign in 
the schools, by Press propaganda, and by bringing home to parents 
and guardians the stern fact that the supply seeking clerical jobs 
is far in excess of the demand. 

To try and develop a back-to-the-land movement it was 
suggested to the Committee that the establishment of farm colonies 
for the educated unemployed might not only reduce unemploy- 
ment, but might induce the middle classes to retain their sons in 
agriculture. It was also suggested that some leading ryots 
should visit foreign countries and see how farming is carried on 
in other countries. In this connection, however, it was voted to 
recommend to Government that small farms of at present unculti- 
vated lands be made available for middle-class educated young 
men who possess no lands of their own, on long lease, with the 
option of buying, and that loans and other facilities for agricul- 
tural purposes be made to such agriculturists for the purpose of 
developing their holdings. A plea was made by the Committee 
for the extension of primary education, especially along the 
general lines of agricultural middle schools. The state of illiteracy 
is appalling in the country districts. Of 3,784,000 boys of school 
age (that is, from six to eleven years of age), 1,452,000 were 
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attending elementary schools on the Ist of April, 1926. This 
leaves about 2,332,000 children, or 62 per cent. of the children 
of school age, who are not attending any school at all. The great 
need is therefore apparent for starting a large number of rural 
schools to train children for their village life. These rural schools 
should have small farms attached to them, and the teachers 
should not be above handling the plough themselves. Training 
institutions themselves should aim at the following results in the 
teachers undergoing training : 


(1) leadership ; 

(2) live interest in village school problems and in the progress 
of their students ; 

(3) special knowledge of agricultural practice; and 

(4) teaching capacity, the ability to teach being more 
important than formal scholarship. 


The Committee in its conclusion states that the problem of 
middle-class unemployment is one not capable of immediate 
solution. It is fully conscious that it has suggested no drastic 
remedies. All it can hope is that the result of its labours will be 
that the people as a whole will realise the extent of the evil and 
the necessity for a change. The remedying of the situation lies 
in the hands of the people themselves. Unemployment in what- 
ever section of society is a complex evil which arises from many 
causes, social, economic, political, and even international. Being 
such a widespread and deep-rooted evil it will take time, and 
perhaps a long time, to remove it. But if there is a desire on the 
part of the people to alter the existing unfortunate state of things, 
so as to create more demand for trained ability, and if a larger 
number of men with ideas and who are not afraid to work will 
come forward to assist in the economic development of the 
country, the Committee is confident that in its recommendations 
pointing to a change in educational ideals and a readjustment of 
educational programmes to meet practical needs, and to a reversion 
to the land as the chief producer of wealth, the people, and 
especially the unemployed middle classes, will find the way to a 
happier future. What South India needs is a change in its angle 
of vision in reference to education and service. 


Summary of the Findings 

The following is a summary of the findings of the Committee 
which will be submitted to the Legislative Council : 

1. There is unemployment among graduates who possess no 
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professional qualifications; more among Intermediates and 
High School students; and most of all among persons who have 
not completed or taken a High School course. 

2. While there is need for a great spread of education among 
the people, the demand for teachers is limited, and so there is 
unemployment among teachers, more among untrained than 
among trained. : 

3. While there is no actual unemployment among lawyers, 
there is a keen struggle at the bar, some of the junior vakils not 
being able to obtain a livelihood. 

4, In the case of the medical profession, it is overcrowded in 
the cities and larger towns, but there is ample room for many 
more medical men in the villages and smaller towns. 

5. While there has been some unemployment among engineers 
owing to the retrenchment policy of Government, the relaxation 
of that policy and the starting of new works and enterprises has 
greatly lessened unemployment among engineers in general. 

6. Men trained in agricultural colleges have usually sought a 
post in the Agricultural Department of Government, and, when 
that was not available to them, have gone into some other work. 
There is no tendency to use their knowledge and experience on 
their own lands, for farming is not considered a suitable career 
for an educated man. 

7. There is little or practically no unemployment among those 
trained in handicrafts and industries, or those who possess a 
railway experience, or have accountancy and banking training. 

8. The prevalent idea that the main object of an education is 
to enter Government service, or the profession of law or teaching, 
is the chief cause of unemployment. 

9. Parents do not recognise that Government service and the 
law should afford a career only for the more brilliant of their 
sons; the other boys should be trained for some other activity 
in life. This is due partly to the rigidity of the present educational 
system. 

10. The less bright boys should be trained along more practical 
lines, such as agricultural, technical, industrial or commercial, 
more suited to their capacity. 

11. Social causes, such as caste, early marriage and the joint- 
family system, in preventing the mobility of labour cause 
unemployment in particular communities and occupations. 

12. The principal remedy for the present state of unemploy- 
ment should be the diversion of some of the educated middle 
classes, especially those who own or occupy land, to agriculture. 
No. 149.—voL. XXXVI. L 
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13. Public opinion should be educated to realise the disagree- 
able fact that the present supply of persons qualified for Govern- 
ment posts and in the legal profession greatly exceeds the demand. 

14. Larger facilities should be given for education of a prac- 
tical nature, and especially for agriculture. The Committee hopes 
that zamindars will encourage specialists in agriculture to a much 
greater degree. 

15. The secondary school course should be reorganised when 
necessary to suit the requirements of agricultural, technical and 
industrial schools and higher technological institutions. 

16. Extension of primary education and the necessary training 
of the requisite number of teachers and the improvement of their 
prospects is also a remedy for unemployment, so far as that 
occupation is concerned. 


A. J. SAUNDERS 
American College, 


University of Madras. 





Notre ON THE BritTisH BALANCE OF TRADE. 


Since the publication of my article on ‘‘ The British Balance 
of Trade, 1925-27,” which appeared in the Economic JOURNAL 
for December, 1927, p. 551, the definitive figures for 1927 have 
been published by the Board of Trade. The apparent excess of 
new foreign capital issues in 1927 over the net surplus on income 
account comes out at £43,000,000, instead of £61,000,000 as in 
my provisional estimate. This modification does not materially 
affect my argument as to what had been happening during the 
three years 1925-27. The final estimates of the Board of Trade 
are shown in detail below ; it will be seen that they have increased 
their estimate of the net shipping income by £20,000,000. 

The following table is set out (with the 1927 figures brought 
up-to-date) in the same form as in ‘“‘ Britain’s Industrial Future,” 
p. 29.1 The figures for the years prior to 1927 only differ from 
those in my previous article in that certain small subsequent 
corrections by the Board of Trade for the years 1922 and 1923 
are now allowed for. 

1 There is a slip (corrected below) in the table as there published, the Bank 


of France repayments being reckoned an addition to, instead of as a subtraction 
from, net foreign investment. 
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gree- 
7ern- (In millions of £’s.) 
and. | 1913. | 1922.| 1923. | 1924. | 1926. | 1926. | 1927.2 
or ac- 
opes I. Income Account. 
1uch Estimated Net Income 
from Overseas Invest- 
ments . ° ji 210 | 1754] 200!| 220 250 270 270 
Then Estimated Net National 
Shipping Income . 94 1331] 1331] 140 124 120 140 
and Estimated Receipts from 
Short Interest and Com- 
: missions 25 40! 50! 60 60 60 63 
ng Estimated Receipts. from 
heir other Services : 10 12! 15} 15 15 15 15 
hat Total 7 339 | 360!] 3981] 435 | 449 | 465 | 488 
Deduct Estimated Excess of 
Government Payments 
S made Overseas - = — ? 25 25 11 ~~ = 
Net Non-Merchandise Sur- 
plus. : . | 339 | 3601} 3731] 410 | 438 | 465 | 488 
Net Merchandise Deficiency i 7 
(i.e. excess of Imports of 
goods and bullion over 
Exports) . .  .| 158 | 171 | 195 | 324 | 384 | 477 | 392 
Net surplus on Income ac- 
count . ; : ot 189 | 178 86 54 |— 12 96 
II. Capital Account. 
ce New Foreign Issues of 
Capital in London - |+198 |+135 |+136 |+ 134 |4+ 88 |+112 |+ 139 
AL Bank of France repay- 
7e ments to Bank of one: 
land * — |— 5/— 6/— 5|/— 6/— TI— 37 
of Assumed “Increase (+) or 
1e Decrease (—) of other 
Capital Items required to 
n Balance the Account ./|— 17 |+ 59 {+ 47 /— 43 /— 28/—117|— 6 
y Total of Capital Account . [+181 |+189 |+178 |+ 86 |+ 54|/— 12 |+ 96 
le 
le 1 Board of Trade original estimates (Board of Trade Journal, January 31, 
8 
d 1924, p. 152) revised to harmonise with the official revision oi their original 
estimates for 1924 and 1925. 
2 Non-merchandise surplus assumed to be the same as in 1926. 
t 3 Estimates. 
? Compiled from the Board of Trade Journal, January 31, 1924, p. 152, January 
27, 1927, p. 93, February 2, 1928; Midland Bank Review. 
J. M. KeyNezs 
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OFFICIAL PAPERS 


Reports on the Present Position and Tendencies of the Industrial 
Arts as indicated at the International Exhibition of Modern 
Decorative and Industrial Arts, Paris, 1925. (Department 
of Overseas Trade. Pp. 208. 7s. 6d.) 


Tuts remarkably attractive volume, with numerous illus- 
trations of prominent exhibits in each Department, is offered 
to the reader at a fraction of its cost of production. The object 
of the Report is to obtain “ as true a picture as possible of the 
existing condition of the principal branches of industrial art 
production in the chief countries in the world,” of the influences 
at work and of the direction towards which they are tending. 
The ground covered includes Architecture, Mural Decoration, 
Furniture, Textiles, Metal Work, Pottery and Glass, Printed 
Books, Illustration and Posters, Theatrical Art, Garden Art and 
the Art of Lighting. Each group of exhibits was assigned to 
an expert who was left untrammelled in the expression of his 
opinions, while the Chairman of the Editorial Committee sum- 
marised and co-ordinated their criticisms in an Introductory 
Survey of some thirty pages. 

The Exhibition was intended to display examples of the con- 
temporary art work of all nations. Its scope was restricted by 
only two conditions: the exhibits were to “ fulfil a practical 
need,” and at the same time to “ show a modern inspiration 
and a real originality.”” Twenty-two countries were represented, 
including all the important European States with the exception 
of Germany and Norway. America was entirely absent. France, 
as might have been expected, occupied two-thirds of the available 
space; other countries were handicapped by the expenses of 
transport and exhibition. British manufacturers in particular 
“took a short-period view of their own interest in participation,” 
nor did they, like exhibitors from other States, receive financial 
assistance from their Government. The British section therefore 
gives an incomplete idea of the real strength of British art pro- 
duction. Its exhibits show excellence of craftsmanship and 
finish, but, the experts agree, an absence of the spirit of adventure. 
In Pottery the palm goes to Denmark, in Glass to Sweden, in 
Mural Decoration to Poland. It is suggested that the English 
glass manufacturer has little chance of regaining the position 
he once held in the markets of the world, unless he ceases to be 
restricted by legislation as regards the age at which boys may 
begin to learn their trade. In Furniture the British show practical 
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genius for well-constructed cabinet work, but no masterpieces 
nor anything approaching the French facility and versatility of 
design. On the other hand, 80 per cent. of the French designs 
are likely to be as démodé in ten years’ time as the styles of 1900 


ee 


are to-day, while some of the English products are “so right 
and well-mannered ” that they will be equally acceptable fifty 
or a hundred years hence. In printing originality is difficult to 
achieve, for the craftsman can hardly hope to improve on the 
admirable models of the past. There is scope, however, in com- 
mercial printing, and it is disappointing that no English work 
was shown here. Nor was Great Britain represented in Poster 
Art, where she would have taken a high, if not the highest, place. 

The Exhibition reflected some notable changes in world 
economic conditions. The impoverishment of the middle and 
upper middle classes is responsible for the change from large to 
small houses, from large and lofty to small and low-ceiled rooms. 
Furniture accordingly tends to become smaller, lighter and 
cheaper, and rugs take the place of carpets. Other changes are 
due to scientific and technical discoveries. Improved technique 
leads to the use of plain, unbroken surfaces in furniture. The 
invention of artificial silk and other textile fibres, under pressure 
of a world shortage of wool, has led to a remarkable development 
of new fabrics. In general the most hopeful tendency is the 
obvious collaboration in many departments between artist and 
craftsman. 

The Report attempts to estimate the force of international 
influences, and the resisting power of “ artistic nationalism,”’ 
and concludes that these vary widely as between different nations 
and different branches of industrial art. A “‘ fierce if transitory 
ebullition of patriotism ” in the art of some Central and Eastern 
European countries is a legacy from the war. Poland shows a 
strong determination to maintain a distinctively national char- 
acter. Switzerland, on the other hand, is very cosmopolitan, 
and France occupies in this respect an intermediate position. 
The national spirit is strongest in garden art, while pottery and 
printing are practically internationalised, and in their designs 
of carpets, silks and jewellery, all European nations tend to 
borrow from the East. British designers of an earlier age, e.g. 
William Morris, and in a less degree Aubrey Beardsley, exerted 
a profound and lasting influence on foreign countries. But Great 
Britain herself stands completely aloof from foreign influence, 
and apparently indifferent to foreign art movements. 

The Exhibition of 1925 has been acclaimed in some quarters 
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as a real renaissance. It was, at any rate, an event of first-class 
artistic and economic importance, and the part played by this 
country cannot but cause some heart-searching. It is admitted 
that the British exhibits were comparatively dull and lacking 
in novelty. Is this sanity, restraint, a due respect for the con- 
tinuity of a good tradition? Or is it merely rigidity, a tendency 
to cling to outworn models, in short decay? The authors of the 
Report do not hazard a reply, but they put the question with 
emphasis and insistence. They mean to sound a warning note, 
and hope that it may not fall on heedless ears. They have done 
it well, and the Report itself is no mean artistic achievement. 
H. REYNARD 
King’s College for Women, 
London. 





Minimum Wage-Fixing Machinery: an International Study of 
Legislation and Practice. [P.S. King (for the International 
Labour Office). 2s. 6d.] 


Tue International Labour Office has published as a separate 
report the survey of minimum wage legislation prepared for the 
Tenth Session of the International Labour Conference. The 
report falls into two parts: a description, country by country, 
of the legislation in force; and an analytical study of the objects, 
machinery and bases of such legislation, and of the problems of 
demarcation and enforcement that it raises. It is a very compact 
and objective account of its subject. To the references given 
under the head of each country one or two additions suggest them- 
selves: under South Africa, the Report of the Economic and 
Wage Commission, which criticises the 1925 Wage Act; under 
Australia, the important report of the Queensland Basic Wage 
Commission, and, since Dr. Sells’ articles on State Wage Regula- 
tion in Australia are included, the criticism of them by Mr. Benham 
in the volume of London Essays on Economics presented to Dr. 


Cannan. 
H. Cuay 





Memorandum on Malting Barley Tax. (Cmd. 2996. 3d.) 


Tus tax was proposed by the Agricultural Tribunal of Inves- 
tigation in 1923, as a method of maintaining arable cultivation 
on light soils, and of avoiding the objections to taxation of food- 
stuffs, of either persons or livestock. It has been found that 
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their proposal to levy it at the breweries, which would make it 
an excise, is contrary to our commercial treaties. This Memoran- 
dum therefore deals with the problem of levying an import duty 
on that part of the incoming barley which is destined for a particular 
use. It is shown that the administrative problems thereby raised 
are very serious. Further, there are the complications due to 
the considerable import of foreign malt and malt extract. And 
finally, the demand of brewers for foreign barley is not elastic 
since its quality renders its use necessary at any price for admix- 
ture. For these reasons, the Government do not see their way 
to endorse a proposal for helping agriculture which has played a 
large part in recent controversy. 





Bibliographie der Sozialwissenschaften. Monatshefte der Buch- 
und Zeitschriftenliteratur des in- und Auslandes tiber Gesell- 
schaft, Politik, Wirtschaft, Finanzen, Statistik. . Heraus- 
gegeben vom Statistischen Reichsamt, Berlin. (Pp. circa 100.) 

THE attention of our readers is drawn to this official monthly 


classified bibliography of books, pamphlets, and articles published 
in all countries, now in its twenty-third year of issue. 





Report of the Controller of the Currency for the year 1926-27. (Cal- 
cutta: 1927. 1 rupee.) 


Inp14’s international account; foreign trade and bullion; 
course of exchange and sterling operations; Government balances 
and reserves; monetary conditions in India; the public debt; 
demand for various forms of currency; note circulation. 





Reparation Commission. Official Documents No. XVII. Report 
of the Agent-General for Reparation Payments, December 1927. 
(Stationery Office. 4s. 6d.) 


Tuis Report includes the correspondence between the Agent- 
General and the Finance Minister of the Reich of October- 
November 1927. It concludes that ‘‘as time goes on, and 
practical experience accumulates, it becomes always clearer that 
neither the reparation problem, nor the other problems depending 
on it, will be finally solved until Germany has been given a 
definite task to perform on her own responsibility, without foreign 
supervision and without transfer protection.” 
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The Swedish Economic Review. (Swedish Board of Trade: 
Quarterly.) 
THE economic situation in the third quarter of 1927 was 
favourable, and foreign trade was brisk. Balances abroad of 
the Swedish banks were twice as large as in 1926. 





Statistique des finances de l'Union des républiques sovietiques 
socialistes. Livraison 8: October 1927. (Moscow: Com- 
misariat des Finances.) 


Nationat and local budgets; monetary circulation, monthly ; 
balance sheet of the Union Bank; indices of the Conjuncture 
Institut; wholesale and retail prices. 





OBITUARY 


ProFessoR RoBERT ALFRED LEHFELDT 


By the accidental death on September 11, 1927, of Professor 
Robert Alfred Lehfeldt, South Africa has lost her leading econo- 
mist, and Economic Science one who through sheer brilliance of 
intellect conquered the difficult conditions under which he 
laboured, which perhaps only those who have watched the 
growth of Johannesburg can realise, and contributed widely to 
international economic literature. 

Lehfeldt was born at Birmingham on the 7th May, 1868, the 
second son of Dr. F. W. A. Lehfeldt (d. 1876), at the time a 
master at the Edgbaston Proprietary School, Birmingham, and 
Madame Lehfeldt (d. 1897), pianist. His early education was at 
private schools at Margate and Barnes. Already as a boy he 
showed the striking self-reliance and independence of thought 
which characterised his later work, an instance of which is that 
when not yet sixteen years old he on his own suggestion left 
school in order to study by himself with a view to a University 
career. This he carried through by the means of scholarships 
eked out by the help of friends who recognised the quality of his 
character and ability. At the age of sixteen he passed the 
Cambridge Local Examination with Honours, and with distinc- 
tion in Mathematics, and in the same year, 1884, he Matriculated 
(First Division) at London University, where he obtained the 
degree of Bachelor of Science in 1889. He had entered St. John’s 
College, Cambridge, in 1887 and graduated there as Bachelor of 
Arts three years later. In 1890 he became a Demonstrator at 
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Frith College, Sheffield (now University of Sheffield), and Pro- 
fessor of Physics at East London College in 1896. He was 
elected a Life Fellow of the Physical Society in 1895, and from 
this time onwards contributed frequently to its proceedings, also 
serving on the Council of the Society from 1901 to 1903. In 
1902 he published A Teat-book of Physical Chemistry, followed 
four years later by Electro-Chemistry in Sir William Ramsay’s 
Series on Physical Chemistry. In the meantime he had taken 
the degree of Doctor of Science at London University, and in 
1906 he accepted the Chair of Physics in the South African 
School of Mines and Technology (now the University of the 
Witwatersrand), Johannesburg. In 1909 he became a Fellow of 
the Royal Society of South Africa, and was for many years a 
member of the Council of the Society. 

Lehfeldt was an extremely brilliant mathematician and 
statistician, and profoundly attracted to the-~ application of 
mathematical methods to Economic and Sociological problems. 
It is therefore not surprising that his work in Physics did not 
alone hold his attention. From 1911 onwards he contributed 
more and more frequently the results of various mathematical 
investigations in Economics and Statistics to the Economic 
JOURNAL and the Journal of the Royal Statistical Society. Among 
these a series of articles on “‘ Public Loans and the Modern 
Theory of Interest” (1912) and on “‘ The Rate of Interest on 
British and Foreign Investments,” in 1913, deserve special 
mention. In 1913 he attended the Fifth International Congress 
of Mathematicians held at Cambridge, and contributed a paper 
on ‘‘ The Disturbance of Economic Equilibrium.” In the same 
year he became the correspondent of the Royal Economic Society 
for South Africa. He married, at this time, at Cape Town 
Cathedral, Violet Douglas Renwick, daughter of the late James 
Renwick, shipowner. 

On the reorganisation of the School of Mines and Technology 
in 1916 he finally decided to devote himself entirely to Economics, 
and accepted the new Chair of Economics and Statistics in 
exchange for that of Physics. The eleven years which followed 
were years of indefatigable research both into South African and 
into international economic problems. In 1916 he published 
Economics in the Light of War, a little book which indicates 
admirably his calm, scientific and deeply sympathetic outlook. 
He was an admirer of Ricardo and his method, and a follower 
of the Classical Economists; yet on every occasion he would be 
the first to point out where their assumptions or conclusions 
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were no longer warranted, and ready to support that more active 
“Development of a Collective Self-Consciousness in Economic 
Matters ” where this seemed desirable and practical, which he 
regarded as inevitable. Taking as the basis of his economic 
researches problems of importance at the moment, he would 
subject them to a searching analysis in order to unravel their 
deeper causes and more lasting effects. Thus already in 1916, 
in Economics in the Light of War, he was more interested in the 
lessons to be learned from the war and the co-operative economic 
experiments which had resulted in many countries, than in its 
more immediate economic results. 

In 1917 he was appointed a member of the new Statistical 
Council of South Africa, to which, until his death, he gave 
unstintingly, and unobtrusively, of his wide knowledge of South 
African conditions in helping to lay the foundations of the 
national organisation and supply of statistics. 

In all his work on South African problems he showed the 
same impartial judgment which aimed always at emphasising 
the fundamental economic needs of the country and of the study 
of its problems, and resolutely shunned political controversy. In 
a preliminary survey of agricultural production, which formed 
the first of a series of publications issued by the South African 
Board of Trade and Industries, he counselled the national and 
regular collection of information and the systematic keeping of 
cost accounts, and showed how these could best be applied in 
organising agriculture on a sound basis. He himself followed up 
his suggestions for a more adequate statistical study of the 
Union’s problems by publishing in 1922 The National Resources 
of South Africa, in which he was the first to make an estimate of 
the national income of the country and to analyse comprehen- 
sively its economic activities. It was perhaps this book more 
than any other which directed the attention of South African 
legislators and students to the generally low productivity of the 
country, and to a truer appreciation of the contribution made 
to its welfare by the coloured and native population. 

In July 1920, at Bulawayo, in his Presidential Address to 
Section F of the South African Association for the Advancement 
of Science, of which he had for many years been an active member, 
he referred to that most important of all South African problems, 
the Native question. In his address he summarised volumes of 
controversy in a few pithy sentences. With great foresight he 
showed how either there would have to be complete segregation 
of the races, or, quite inevitably, economic, and probably also 
racial, diffusion between them. He concluded his remarks with 
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the significant reminder “that a country will in the end belong 
to the people who do its work.” He gave evidence before 
numerous Commissions on South African economic questions, 
not the least valuable of which was that tendered to the Gold 
Standard Commission in 1924. His appearance on this occasion 
illustrates his extreme modesty. Notwithstanding his wide study 
of Currency questions, he only consented to appear before the 
Commissioners “ to talk things over ” after being pressed several 
times to do so, and explained his reluctance to give evidence 
because he feared that his judgment on the material in his 
possession would be of little value to the Commissioners. It is 
significant to record that the subsequent “ talk ” extended over 
some thirty pages of the evidence, and that the ultimate report 
coincides almost entirely with the views therein expressed. He 
was largely responsible for the formation of the Economic Society 
of South Africa, of which he was a Vice-President. 

His activities in South Africa were not confined to his scientific 
work. Lehfeldt had a deep love for music, in which, as well as 
in literature and art, he was keenly interested wherever he went. 
For many years he was musical and dramatic critic for a number 
of South African newspapers and was a member of several 
dramatic societies. He sang in public on various occasions, 
among others in England, at concerts given by his mother 
between 1893 and 1896. 

Outside South Africa Lehfeldt was known mainly by his 
work on Currency questions and his frequent contributions to 
the Economic JournaL and other scientific journals. He had 
long been a student of problems connected with the value of 
money and the rate of interest, and it is not surprising that his 
first book, after his appointment to the Chair of Economics, 
entitled Gold Prices and the Witwatersrand (P. 8S. King & Son, 
1919), should have dealt with the relation of the supply of gold 
to the course of prices, with special reference to the Witwatersrand 
gold output. In this book he briefly suggested a plan for regu- 
lating the value of gold rather by the international control of 
the supply of gold than of the demand for the metal. He 
elaborated the plan in 1923 in his book on Restoration of the 
World’s Currencies, which was a study of the monetary problems 
of the day with special reference to the probable long-period 
changes in the value of money. In 1926 he published a text- 
book on Money in the World’s Manuals Series, which was to be 
the forerunner of a comprehensive treatise on “‘ Money,” including 
a re-examination of the theory of international trade, on which 
he was engaged at the time of his death. He restated his views 
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on the possibility of stabilising the value of gold by means of 
the international control of the supply of gold in a series of 
articles in the Economist, which were reprinted under the title 
Controlling the Output of Gold in 1926. In the following year he 
published a text-book on Descriptive Economics. His books are 
throughout characterised by a remarkable simplicity of style 
and clarity of thought, and by the happy ability of illustrating 
difficult economic concepts from everyday facts, which makes 
them especially useful to students. His keen interest in, and 
successful work on international economic questions is all the 
more to be admired as Lehfeldt had almost continually to over- 
come, as best he could, the lack of suitable statistical material 
and works of reference. It is deeply to be regretted that, cut 
off in the prime of his activities, it was not given him to realise 
his intention of continuing his research work overseas, after his 
impending retirement from the Chair of Economics. 

As an old student it is with deep gratitude and with memories 
of many pleasant years that I refer to Lehfeldt as a teacher. 
He was extraordinarily conscientious about the progress of his 
students. His well-balanced lectures aimed continually at 
stimulating interest in every branch of economic science and 
every type of economic activity. He took considerable pains to 
collect together a library representative of international economic 
thought notwithstanding the meagre funds at his disposal for 
this purpose. His lectures on elementary economics were made 
especially interesting by the success with which he presented the 
essential facts of economic life in an introductory descriptive 
course. He preferred teaching his senior students by holding 
frequent seminars, by stimulating continuous independent reading 
and by directing their attention to important local problems and 
asking them to write their views about them in order to discuss 
these with him. He instinctively understood the difficulties of 
others and presented his stores of knowledge with remarkable 
clearness and persuasiveness. To those who confided in him, 
and did not misunderstand his retiring modesty and shyness, he 
was a constant friend, adviser and helper. A large circle of 
friends and correspondents in Europe, America and South Africa, 
and his colleagues and students at the University of the Wit- 
watersrand will mourn his loss. South Africa is incalculably the 
poorer through the premature death of a deep thinker who, at all 
times, unbiassed by the many conflicting interests which domi- 
nate the development of a young country, directed his attention 
and the attention of all with whom he came in contact to con- 
structive efforts for the future. S. Hersert FRANKEL 
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Tue following have been elected to membership of the Royal 


Economic Society :— 


Baines, H. 
Basenach, Prof. F. 
Beales, H. L. 
Bean, W. M. 
Bermudez, J. M. 
Best, R. D. 

Brian, A. V. 
Britnor, S. 

Butler, A. B. 
Chetty, G. V. 
Chilcott, A. 
Donald, W. J. A. 
Duncan, W. G. K. 
England, R. 
Ethell, J. C. 
Fitzhugh, W. E. 
Flaskett, A. 
Forsey, E. A. 
Goldberg, M. N. 
Gooding, I. 
Greenhill, E. 
Greig, C. R. 
Hamilton, H. J. 
Handman,Prof.M.S. 
Harding, A. 
Harris, S. E. 

Hill, I. C. M. 
Hori, Prof. T. 


Hughes; C. J. G. 
Innis, Prof. H. A. 
Isle, W. H. M. 
Iyer, T. G. M. 
Jager, W. P. 
Kitto, D. F. 


Lawson, G. R. 
Main, Miss A. M. 
Maples, C. J. 


Marget, Prof. A. W. 
Maxton, G. 8. 
Meeker, J. E. 
Miller, F. J. 


Morris, F. C. 
Mudgett, Prof. B. D. 
Mynors, H. C. B. 
Nef, Prof. J. U. 
Parker, G. F. 
Pearson, F. G. 


Pitcher, R. J. 
Plucknett, Prof. 


Puplett, E. A. R. 
Richardson, J. C. 
Robbins, L. 
Rochfort, R. A., 
Capt. 
Routledge, C. P. 
Russell, E. 
Seenivasagam, S. 
Slater, Dr. G. 
Smith, A. J. 
Stretch, T. R. 
Sutherland, Miss 
L. S. 
Taylor, F. W. 
Thomas, R. J. 
Tomlin, W. L. 
Townsend, R. W. 
Tucker, W. W. 
Waite, T. H. 
Wedgwood, J. 
Whellock, L. A. 
Whittaker, E. 
Willis, A. W. 
Willoughby, J..M. 
Worley, F. E. 
Yorston, R. K. 
Zvaitch, I. S. 


The following have compounded for life Fellowship of the 


Society :— 


Bladen, V. W. 
. Brigden, J. B. 
Chamberlain, J. A. 
Chari, V. T. K. 
Cohen, V. 
George, C. F. 
Horner, F. 


Innis, Prof. H. A. 
Koppel, G. 

Mardon, A. 
Mudgett, Prof. B. D. 
Riches, E. J. 

Slater, Dr. G. 
Whyte, W. H. 
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The following have been admitted to Library membership :— 


Colgate University Library, Hamilton, New York. 
Christ Church Reading Room, Oxford. 

Hood College Library, U.S.A. 

Public Library of New South Wales, Sydney. 
Public Library of South Australia, Adelaide. 

St. John’s College Library, Annapolis, U.S.A. 
Union College Library, Schenectady, N.Y. 
University of Stellenbosch, South Africa. 
Vanderbilt University Library, Tennessee. 
Wakefield Technical College. 


We record with regret the death of the undermentioned 
Fellow of the Society :— 
Herdman, J. O. 





We much regret to announce the death of M. Yves-Guyot, 
the great apostle of laissez-faire in modern France, in his eighty- 
fifth year. We hope to publish some account of him in the 
June JOURNAL. 





Professor Allyn Young has been elected President of Section 
F of the British Association at the Glasgow meeting to be held 
this year. 





Two further Memoranda, published in collaboration with the 
London and Cambridge Economic Service, have ome issued to 
Fellows, namely :— 


5. Quarterly Bulletin of Statistics, January 1928. 
6. Report on Economic Conditions in Europe, February 1928. 





Our Dutch Correspondent sends us the following notes : 


(1) A Bill has been submitted to the Second Chamber in 
which the position of the Central Bank of Surinam (Dutch West 
Indies) is regulated. This Bill is almost identical with the Law 
on the Java Bank and differs from the present Charter in so far 
as the right to issue notes is to be granted for 15} years, the 
reserves are to be increased, the sphere of action of the bank is 
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to be enlarged (including the services to be rendered gratis to the 
Government) and the division of profits is to be altered. 

(2) A Bill has been submitted for consideration which renders 
persons of Dutch nationality resident abroad liable to income, 
property and defence taxes, to be assessed on the basis of the 
maximum amount paid in respect of the same taxes during the 
last three years of residence in Holland, cases of default to be 
punished by the withholding of passports, registrar’s documents, 
etc. 

(3) The Dutch Employers Association has invited the trade 
unions to a joint conference. It refers in this connection to the 
lack of understanding and co-operation which has been only too 
much in evidence and to the solidarity of the interests of both 
parties, on a broad view. The invitation has been accepted by 
the trade unions and a conference was to take place in February. 


- 





RECENT PERIODICALS AND NEW BOOKS 


Economica (London School of Economics). 


DrcEMBER, 1927. Tariffs and the Distribution of Foreign Trade. 
R. A. LEnFELDT. In this article, Prof. Lehfeldt adopts the price 
instead of the barter method, and gives diagrams for relating the 
trade of a particular country to that of the rest of the world. He 
uses both supply and particular expenses curves, in order to apply 
the method to both forms of returns. The reactions of protective 
policies are based on a derived formula; the reasoning on its 
application is difficult, and would have gained by elucidations of 
statement, but the method is original and ingenious. The Ex- 
planation of the Business Cycle. J.ScHUMPETER. In an appreci- 
ative study of the analysis of Pigou and others, Prof. Schumpeter 
makes an important contribution of his own views, the outline of 
which thus becomes accessible to English readers. The Study of 
Primitive Economics. R. Firtu. A plea for the consideration 
by economists of a wider range of phenomena, before general 
propositions are laid down; followed by a review of the work of 
Biicher and others in the field of the development of institutions. 
The Contemporary Background of Hobbes’ “ State of Nature.” 
P. Dorie. Municipal Research Work in America. W. A. 
Rosson. An account of municipal research bureaux, and their 
influence on local administration. The Methodology of the Measure- 
ment of Labour Turnover. I. GoDDARD. 


The Economic History Review. 


JANUARY, 1928. The Teaching of Economic History in Schools. 
C. H. K. Martin. Russian Work on English Economic History. 
E. A. Kosminsxy. Credit in Medieval Trade. M. Postan. 
War Trade and Trade War, 1701-1713. G. N. CuarKk. The 
Development of the Cotton Industry in France, and the Anglo-French 
Treaty of 1860. A. L. Dunnam. 


The Economic Record (Melbourne). 


NovEMBER, 1927. The Australian Public Debt. E.C.Dyason. This 
examination of the burden of the debt is based largely on the 
conclusions of Mr. Sutcliffe’s National Dividend, which is the 
subject of a review and discussion in another article, to which 
Messrs. L. F. Giblin and F. C. Benham contribute. (See also 
review in this JouRNAL.) The conclusion is that the Australian 
Debt can be sustained on the income with comparative ease. 
Australian Productive Efficiency. C.H.WickEns. An investiga- 
tion by the Commonwealth Statistician for the years 1908-24. 
The most marked fluctuations have been due to drought. The 
increase in production per person for the terminal in relation to 
the initial quinquennium has been for “ greater agriculture ” 
3 per cent., for manufactures 6 per cent., for a combined group 
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of industries 1-6 percent. Australian Credit as viewed from London. 
H. Cotesatou. Chiefly a reply to certain London criticisms of 
Australian borrowing. New Zealand and Asiatic Immigration. 
T. D. H. Haty. The history of the Chinese question, and the 
racial issues involved. The Australian Tariff and the Standard 
of Living. A restatement by F. C. Brenuam, who continues this 
controversy, and is replied to by J. B. BriapEn. Australian 
Business Finance. F. V.Macer. An examination of published 
balance-sheets of limited liability companies, in order to determine 
how funds are obtained and how disposed among assets. The 
total number of companies examined is 619. The Mechanism 
of International Capital Transfer under the Gold Standard. M. 
PatyI. An appreciation of Prof. Viner’s researches, taken as a 
model study. 


Quarterly Journal of Economics (Harvard). 


NovEMBER, 1927. Economics as a Field of Research. Attyn A. 
Yorne. The social sciences differ from the physical in the 
special orientation of their problems, especially as regards the 
nature of the observer’s interest, which bears on the extent to 
which historical research can co-operate with scientifte inquiry. 
A discussion follows of group and individual research, with 
emphasis on the factor of constructive imagination, which depends 
on individual interest. The Monetary Situation in the United 
States, as viewed from without. R. A. LeHFELDT. Notes, in the 
light of theory, on some recent tendencies, especially the increased 
tendency to save on the part of the public, and that of manu- 
facturers and merchants to provide their own working capital. 
John Bates Clark ; Earlier and Later Phases of his Work. P. T. 
Hornan. The National Income of the Soviet Union. L. N. 
LitosHENKO. A comparison, chiefly with the United States, of 
net production by industries, income per head, and distribution 
of income between occupations and individuals. Classification of 
Land for Taxation. J. V. VAN Sickie. The property tax on 
the market value of land is held to cause wasteful utilisation, and, 
after discussion of other methods, a classified land tax is suggested. 


American Economic Review. 


DECEMBER, 1927. Rubber: a Case Study. W.Orton. A statistical 
study of the growth of production in this century is followed by 
estimates of the elasticity of demand and supply, and is illustrated 
with important diagrams. It is concluded that the restriction 
scheme is limited to the functions of a temporary palliative, and 
that the ideal control would be a control of planting, but not on a 
national basis. Interest Theory and Theories. H. J. DAVENPORT. 
Certain similarities between contract rents and interest are noted, 
but rents do not explain, since they involve, interest rates. The 
discussion is therefore transferred to the market for funds, various 
points in the theories of BOhm-Bawerk, Clark, and Fetter being 
weighed in relation to each other. Going Value. B. W. Lewis. 
A discussion related to the article of Prof. Waltersdorf in the 
number for March 1927 concludes that “ going value”’ should 
be rejected as a concept without legitimate content. Friedrich 
von Wieser. O. MORGENSTERN. 
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Review of Economic Statistics (Harvard). 


OcToBER, 1927. Review of the Third Quarter of the Year. The 
developments reflect a healthy condition of business in the U.S., 
and will operate, if continued, to sustain international commodity 
prices, and facilitate economic recovery in countries returning to 
the gold standard. The Theory of Economic Cycles based on the 
Capitalistic Technique of Production. A.ArTauion. In six pages, 
Prof. Aftalion gives a summary of the theory of his Crises 
périodiques de surproduction, and indicates the nature of the 
statistical evidence involved. This method seems worthy of 
extension to other cases. Wholesale Commodity Prices in the U.S., 
1795-1824. W.B.Smiru. Concludes that the main explanation 
of business fluctuations in this period is the influence of political 
events. A General Theory of the Correlation of Time Series of 
Statistics. M.K. Zinn. A general equation of time correlation 
yields a “‘ system factor,”’ which can be solved for. The method, 
applied to the correlation of interest rates and wholesale prices, 
gives the result that the interest rate at any time “ is related in a 
systematic manner to the preceding values of wholesale prices as 
well as to the concurrent values.” 


Wheat Studies of the Food Research Institute 
(Stanford University, California). 


NoveMBER, 1927. The World Wheat Situation—1926-27: A Review 
of the Crop Year. In 1926-27 world acreage and international 
trade attained record heights, and the world crop approached the 
record yield of 1915-16. But in most other respects the year was 
fairly normal. The crops were well distributed and no major 
producers harvested bumper crops or suffered crop failure. 
World wheat stocks, which had been generally low at the 
beginning of the crop year, were larger than usual at its close. 


DECEMBER, 1927. (Statistics of American Wheat Milling and Flour 
Disposition since 1879. Flour consumption in the U.S. increased 
in direct proportion to population up to 1903, but more slowly 
between 1903 and 1917. After the entry of U.S. in the war, it 
was reduced over 10 per cent., and since 1918 has remained 
constant at the reduced level of nine-tenths of a barrel per head 
per annum. ; 


JANUARY, 1928. Survey of the Wheat Situation August to November 
1927. The world wheat crop, exclusive of Russia and China, now 
appears the largest in post-war years except 1923; but it is little 
above the line of normal growth. 


Journal of Political Economy (Chicago). 

OctoBER, 1927. Indian Currency since the World War. J. L. 
LAUGHLIN. From 1917, when the price of silver raised the rupee 
out of the position of a token coin, till 1920, the exchange varied 
with the price of silver. The theory of purchasing-power parity 
is not accepted as an explanation of variations. The writer deals 
critically with the Babington-Smith Report, and is generally 
appreciative of the Young Report. Investigation of Industrial 
Disputes. C. E. WaRNE and M. E. Gappis. An account of the 
Colorado law of 1915 for the compulsory investigation of industrial 
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disputes, modelled on the Canadian Act, and requiring that strikes 
or lock-outs shall not be called until the expiry of thirty days 
for inquiry. Statistics of its operation are tabulated, but on the 
whole the value of this plan is represented as doubtful. A 
Dynamical Theory of Economics. C. F. Roos. An elaborate 
mathematical analysis. The Federation of Catholic Workers of 
Canada. H. A. Logan. Offerings in Economics in 1925-6. 
L. C. MarsHaty. An investigation into courses in Economics at 
Institutions in the United States, classified by States, Geographical 
Divisions, and Subjects, for 1910-11 and 1925-6. Mathematical 
and Statistical Economics. H. ScHULrTz. 


DECEMBER, 1927. Rate-Making and Excess Income. G. G. TUNELL. 
The legal problem of valuation in the determination of fair rates 
by common carriers. The Impasse in Economic Theory. P. T. 
Hornan. A discussion, with special reference to Clark and 
Marshall, of the relation of the theoretical constructions to the 
positive exploration of the pattern of modern economic life. 
Individual Cycles in Stock Prices. F. B. Asupy. 


Annals of the American Academy of Political.and Social 
Science (Philadelphia). 


NovEMBER, 1927. Europe in 1927: an Economic Survey. By 
Prof. E. M. Patrerson. The general conditions are reported on 
by Prof. Patterson from investigations on the spot, as regards 
population, migration and unemployment, production and produc- 
tive capacity, foreign trade and tariffs, tax burdens and budgets, 
price movements and currency policies, international indebtedness. 
These matters, with much comparative statistical tabulation, 
and certain conclusions as to the outcome of existing financial 
strains, take up the first half of the Report. In Part II, certain 
special phases of European conditions are discussed by authori- 
tative writers such as Prof. Ohlin on the currency situation, 
Dr. Lammers on the Cartel question, Mr. H. B. Butler on Labour 
in Europe. A great deal of material is made both available and 
attractive in 230 pages. 


Revue d’Economie Politique (Paris). 


SEPTEMBER-OCTOBER, 1927. L’économie pure du systéme économique 
présent. E. ANTONELLI. A statement of equations of price, 
and a classification of economic goods. The problem of pure 
economics is the application of the former to the conditions and 
proportions of the latter. Les index économiques. R. Roy. A 
mathematical investigation of indices, not yet completed, yielding 
a number of general equations. L’accord commercial franco- 
allemand. C. J. Gianoux. Droits et intéréis étrangers en Chine. 
J. Escarra. Billets de banque et crédits en banque. A. Pose. It 
is argued that these are not interchangeable in their influence, 
first, because a banker’s bank depends finally on its power of 
issue; second, because inflation by the method of bank credits 
has less influence on prices than inflation by direct note issues. 
This is due to the control exercised by the banks over loans, 
which are thus directed to productive purposes, while control over 
note issues is lost. 

M2 
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NOvVEMBER-DECEMBER, 1927. Les charges de l’Espagne sur l Amérique 
au XVIé¢ siécle. A. E. Sayous. L’organisation scientifique du 
travail dans ses congrés. M. Aucuy. Droits et intéréis étrangers 
en Chine. J. Escarra. Les index économiques. R. Roy. 


Journal des Economistes (Paris). 


NoveMBER, 1927. La houille et les métaux en Extréme-Orient. Yvuzs- 
Guyot. The resources are greater than the power to use them. 
Les cours des valeurs de chemins de fer en 1926. G. DE Novvions. 
“* La Carta del Lavoro.” N. Monver. A brief examination of 
the text of the Italian law of April 1927. 

DrEcEMBER, 1927. Jean-Baptiste Say et la Loi des débouchés. Yvus- 
Guyot. La Trésorie des banques. P. Causone. La fiscalité 
mobiliére en France et a Vétranger. EF. FRANGQOIS-MARSAL. 

JaNnuARY, 1928. Les équilibres budgetaires de 1927 et de 1928. Yvzs- 
Guyot. Suspension de la loi sur lexportation des capiiaux et le 
redressement financier. X. 


Revue de l'Institut de Sociologie (Brussels). 


OcToBER-DECEMBER, 1927. La formation des chefs d’entreprises. 
J. Wixzois. The aptitudes are partially innate; the most 
favourable environments for development are ‘la bourgeoisie 
ouverte sans excessive richesse, la famille nombreuse et morale, 
et les groupements ot !’on n’a pas un culte exclusif de la politique.” 
A general educational culture is the best completion of the right 
qualities. 


Vierteljahrshefte zur Konjunkturforschung (Berlin). 


2 Jahrgang, Heft 3. The phase of high activity which began to show 
itself at the end of August has fully developed. Credit is highly 
extended, bill drawings have greatly increased, and outside the 
banking sphere there is an increase in the self-financing of industry. 
Though there are signs of the commencement of glut, the home 
market is still able to support prices. But in some important 
branches of industry new orders are receding. A downward 
movement must be reckoned with, but the conditions are such 
that its effects can be alleviated. (End of November.) 

2 Jahrgang, Ergainzungsheft 2. Saisonschwankungen im Warenhaus- 
Umsitzen. (Official.) Monopole und Konjunktur. E. LEDERER. 
An analysis of the influence of monopoly policy, distinguishing 
between Kartells and Trusts, with reference to accumulation and 
investment of returns. Deutschlands Betriebskapital. JuLius 
Hirscu. 

Sonderheft 2. Die Prognose der Schweinepreise. A. HANAU. 

Sonderheft 4. Die Analyse von Wirtschaftskurven. H. HENNIG. An 
elaborate statistical investigation. 

Sonderheft 5. Der Guterverkehr und seine Verdnderungen in der Nach- 
kriegszeit. W. TEUBERT. 


Weltwirtschaftliche 3 Archiv (Jena). 


JANUARY, 1928. Vom Bedarf und den Grundlagen seiner Deckung. 
F. von GortTL-OTTLILIENFELD. Wissenschaft und Wirklichkeit. 
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A. Hesse. Das Problem der aiisseren Handelspolitik bei Friedrich 
List und Karl Marx. A. Menseu. Ideengeschichte der Agrar- 
wissenschaft in Russland. J. ScutrKovitscu. Funktionen des 
Export- und des Import-handels. E. Ros—enBaum. Changes in 
the Purchasing Power of Manufacturing Labour Incomes in the 
United States, 1899-1925. P. F. BrissenpEN. An elaborate 
statistical and graphical account by reference to localities, manu- 
facturing industries as a whole, and selected industries. 


Jahrbiicher fiir Nationalékonomie und Statistik (Jena). 


OcToBER, 1927. Vom Sachgut zur socialen Willenproduktion. A. 
LaMPRECHT. LEntsprechung als Grundlage der Ertragstheorie. W. 
WEDDIGEN. 

NovEMBER, 1927. Zur Neuordnung des Finanzausgleichs. R. 
Stucken. Bedarfsdeckung in Haushalt. RiIEDENAUER. 

DECEMBER, 1927. Die Ganzheitslehre O. Spanns. R. STALZMANN. 
Die logische Natur der quantitativen statistischen Merkmale mit 
besonderer Beriicksichtigung des Problems der Gruppenbildung. P. 
FLASKAMPER. 


Archiv fiir Sozialwissenschaft und Sozialpolitik (Tiibingen). 

JuLy, 1927. Zwei Beitrdge zur Theorie der Umlaufgeschwindigkeit des 
Geldes, II. PRroressor A. Soko.torr here makes an analysis, 
somewhat refined, but on familiar lines, of the influence of taxa- 
tion on the price level. The argument is mainly based on the 
equation of exchange. More is said about indirect than direct 
taxes, and certain useful practical conclusions are derived: thus 
regulation of indirect taxes is especially valuable to reduce non- 
productive consumption. Grundsdtze fiir die Anleihepolitik. 
Dr. R. StucKEn discusses the principles of loan policy in respect 
of productive and unproductive loans, and short and long periods, 
with respect to canons formulated by Wagner. Careful dis- 
crimination is made of types of desirable borrowings. 


OctopER, 1927. Preis- und Produktionsstabilisierung in einzelnen 
Produktionszweigen. Proressor A. C. Picov writes an important 
article examining the possibilities of stabilising prices and pro- 
duction in single branches of production. Generally speaking 
unions of producers are likely to be effective, since stabilisation 
would lower production costs, lessen future uncertainties and 
unemployment. Zur LEinfiihrung der folgenden Arbeit Knut 
Wicksells. Proressor J. SCHUMPETER calls Wicksell the “‘ Swedish 
Marshall,”’ and says his work has not received adequate recog- 
nition. Main contributions are to theory of value and to theory 
of credit. Comparison is made throughout between his and 
Bowley’s work. Mathematische Nationalékonomie. Dr. Knut 
WICKSELL. 


Zeitschrift fiir die Gesamte Staatswissenschaft (Tiibingen). 


SepTeMBER, 1927. Volkswohlstandslehre und Volkswirtschaftslehre. 
Dr. K. Dreut gives a critical but clear and versatile review of 
Professor Amonn’s Outlines of the Doctrine of National Welfare. 
The basis of Amonn’s scheme is a division into static and dynamic. 
He disapproves of methods of pure economics, since the subject 
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is overwhelmingly a social study; there is much more of value in 
historical method. Dr. Drzxnt thinks Amonn leans to the Classical 
School, yet accords with Schumpeter’s views; undervalues 
methods of equilibria; deals inadequately with Capital; confuses 
Cassel’s theory of Price and Marginal Utility; and generally is 
too eclectic. Grundlagen der Stewermoral. Dr. O. Vert thinks 
public opinion on tax evasion is of deplorably low standard and 
discusses remedies exhaustively. 


JANUARY, 1928. Wertenteile, Wertbegriffe, und Werttheorien. A 
Voriet. Kapitalzins und _ wirtschaftliche Entwicklung. 0. 
ENGLANDER. 


Schmollers Jahrbuch (Munich and Leipzig). 


OctToBER, 1927. Zur Frage der Grenzproduktivitat. Dr. W. Vax. 
Zur Frage der Grenzproduktivitat. Entgegnung auf den vorste- 
henden Aufsatz von W. Valk. Proressor J. SCHUMPETER. Dr. 
Valk asserts that the marginal doctrine, while valid for theory of 
value, is useless for distribution. For this he would substitute a 
synthesis of it with the doctrines of the Walras-Cassel school. 
Thus he disapproves of Schumpeter’s criticisms of Cassel. Pro- 
fessor Schumpeter replies in defence of the marginal doctrine. 
The defence is direct, tenacious and illuminating. Die Wesens- 
verwandtschaft des zwischenstaatlichen und des binnenstaatlichen 
Zahlungsverkehrs. Dr. J. ScHEFFLER. Zur Frage der Dynamik 
und der Systematologie des Geldes. Dr. J. J. Prkuer. A lengthy 
philosophical discussion. 


Scientia (Bologna). 

DECEMBER, 1927. Nazionalismo ed internazionalismo economico. A. 
Lorta. On the one hand, the chief feature of modern times is 
the growth of economic internationalism in the form of inter- 
national cartels; the export of capital; emigration; joint action 
by central banks; the international labour movement, etc. On 
the other hand, these movements provoke reactions inside the 
different countries in favour of economic nationalism, as indicated 
by the raising of tariff walls; restrictions placed on immigration ; 
the revolt of the backward countries against exploitation and the 
power of foreign capital; differential duties against dumping, 
against importation of goods made with sweated labour, etc. The 
words of Monsieur Loucheur are quoted with approval: “ If it is 
possible, by means of a series of agreements between the principal 
industries of Europe, to create a peaceful atmosphere, a blow will 
have been struck at the causes of armed conflicts and more will 
have been accomplished for the maintenance of peace than by all 
the treaties of arbitration and disarmament that can be imagined.”’ 

JANUARY, 1928. L’organisation rationelle de la production économique. 
W. Ovauip. A brief appreciative account of the “ rationalisa- 
tion ” idea in relation to the individual enterprise, the national 
combines, and the international agreements. 


Indian Journal of Economics (Allahabad). 


JuLy, 1927. Deficits and Surpluses in the Accounts of the East India 
Company. P. M. Banerser. The Hindu Taxation System. 
Dr. Batkrisuna. The Influence of Custom in the Evolution of 
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ein Anglo-American Economic Society. C. A. WARBURTON. Raiyati 
se Holdings in Bengal. S. A. Lattr. 

ues 

“ys Okonomi og Politik (Copenhagen). 

nks This quarterly Journal of the Institute of Economics and History at 
nd Copenhagen was first issued for the quarter-year January-March 


1927. The issues to hand are accompanied by statements in 
English of the course of the Danish conjuncture up to the middle 
Fs of last year. In addition to reviews of the home and foreign 
P economic situation, amplified by conjuncture-curves, the first 
issue has brief articles on International Trade Agreements and 
Modern Conjuncture Investigation ; the second on the Problem of 

Employment after the War. 


K. 

e- 

* De Economist (Haarlem). 

of NovEMBER, 1927. Over de mathematies-stastistiese methoden voor 
a konjunktuuronderzoek. J. TINBERGEN. A discussion of the 
1. methods of constructing economic barometers, with special 
= reference to the “ cumulative process’ of K. G. ‘Karsten. The 
DB, writer defends the method against the criticisms contained in the 
3 article on “‘ The Construction and Interpretation of the Harvard 
n Index of Business Conditions ” in the Review of Economic Statistics 
of April 1927. Koloniale Staathuishoudkunde. J. C. Krevstra. 
y What are the distinguishing marks of ‘“ colonial economics ” ?— 


a detailed review of Mr. van Gelderen’s lectures on “ Tropical 
Colonial Economics.” The tropical peoples must themselves find 
the way to direct participation in exchange in the world market. 

The colonising power and the colonised people render each other 

economic services. Moet een Gemeente leenen voor jaarlijks 
terugkeerende Buitengewone Uitgaven? G. W. VAN DER Pot. A 
continuation of a controversy as to whether a local authority 
should borrow or pay out of revenue for recurring expenditure 
to meet the needs of a number of years. The article advocates 
payment out of revenue. Professor van Gijn replies on the other 
side in a note attached. 


DECEMBER, 1927. De financieele verhouding tusschen het Rijk en de 
Gemeenten. H. W. C. BorpEewisK. A lengthy discussion, with 
reference to Dutch history and experience, of the relations between 
national and local finance, occasioned by the recent report of the 
Dutch Royal Commission on the subject. The distribution of 
function is the product of history; it has grown and cannot be 
uprooted. “The commune is so much older than the unified 
state.” De ontwikkeling der moderne waarde- en prijsleer. W. L. 
Fark. An appreciative, but critical, summary and discussion 
of Dr. van Gelderen’s recent book on The Development of the 
Theory of Value since 1870. Dr. van Gelderen is criticised for 
over-stressing the German and Austrian point of view and under- 
stressing the cortribution of Marshall, Clark and the modern 
Americans. 


JANUARY, 1928. Is vrije Crediet-creatie door banken mogelijk ? W. C. 
Postnumus MeryJgs. The opinion that banks can only grant 
credit out of what has been entrusted to them is correct from the 
point of view of the practical man, but from the scientific point 
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of view it is erroneous. In an analysis of the idea of a bank, 
Overstone, Gilbart and Conant are quoted; none of these refer 
to the creation of credit as part of the bank’s functions. The older 
definition has become inappropriate, and the modern theory is 
that banks are not merely brokers and dealers but ‘‘ producers of 
money.” There is a primary demand for money depending on the 
rate of discount, and a secondary demand depending on the rise 
of prices which results from the primary. This would lead to a 
constantly increasing demand for money, in the absence of any 
question of a gold cover or a managed currency. The same holds 
true of credit which operates as a means of circulation. Actual 
conditions are different: (i) a considerable amount of “ chartal 
money ” is in circulation, with the distinguishing feature of being 
legal tender, i.e. a type of money that can be demanded. Experi- 
ence has taught the banks what proportion of their balance must 
be held in ready cash for this purpose. (ii) There exist not one 
bank but several; the loans of Bank A may appear in Banks B 
or C. (iii) Not every credit is attractive to a bank; there must 
be assurance of repayment of the capital; there is, therefore, a 
selection from among those seeking credit. The conclusion is 
that it is not subject to reasonable doubt that creation of credit 
by banks is possible and may assume considerable proportions ; 
but it is not “ free ’’ in the absolute sense, having regard to the three 
conditions specified above; but it is relatively free in opposition 
to the view that a bank can only give credit when it has previously 
received a corresponding deposit. Recent tendencies in banking 
(e.g. concentration) have increased this freedom. 


Giornale degli Economisti (Rome). 


SEPTEMBER, 1927. Ancora sull’ offerta del risparmio. UMBERTO 
Riccr. A continuation and development of the articles on the 
pure theory of interest contributed by the author to the Giornale 
in February and March 1926. L’ Albania ed il suo riordinamento 
monetario. ADOLFO GULINELLI. Stress is laid on the great part 
taken by Italian financial and commercial interests in the work of 
economic reconstruction in Albania. Albania until recently was 
unique in only possessing a metallic currency (though of many 
types and origins); it has now been furnished under Italian 
auspices with a modern bank-note issue based on gold. Birblio- 
graphia economica italiana. The first of a quarterly series of very 
brief summaries of periodical literature published in Italian 
journals on economic subjects. 


OcToBER, 1927. La composizione raziale della popolazione Americana. 
Franco SavorGNan. Osservazioni sul commercio fra l’Italia e 
Vestero nei primi nove mesi del 1927. Gioraio Mortara. The 
foreign trade figures for Italy during the first nine months of 1927 
show that the effects of the partial revaluation and the stabilisation 
of the currency have been less severe than might reasonably have 
been anticipated. However, the full effects have not yet been 
felt as internal costs of production, especially wages, have fallen 
slower than the general level of prices. Gli investimenti indus- 
triali in regime di svalutazione. Luict Freprricr. A reply to 
Signor Motta’s criticisms of the article bearing this title which 
was published in the Giornale in June 1927. 
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NovEMBER, 1927. Alcuni confronti internazionali in materia di 
rivalutazione monetaria. GiIoRGIO Mortara. International 
experience indicates the enormous difficulties which would have 
confronted any further revaluation of the Italian currency. No 
country in circumstances comparable with those of Italy has 
succeeded in bringing about a revaluation which is relatively 
greater than that which Italy has achieved. Le vicende e le 
ripercussioni della legislazione finanziaria di guerra sull’ ordina- 
mento tributario italiano. F. A. Répact. II ‘‘ Manifold System ”’ 
in relazione all’ economia di personale e all’ efficienza di lavoro nell’ 
azienda bancaria. Mario Pagano. A detailed and favourable 
account of the ‘‘ Manifold System ” initiated in America, whereby 
much of the routine and documentary work in large banks is 
carried out by the aid of tabulating machines. 


DECEMBER, 1927. LHsperienze monetarie in Cécoslovacchia. GIUSEPPE 
Bruevuier. The monetary history of Czecho-Slovakia since 1918 
is summarised in a lengthy and well-documented article. The 
writer attributes importance to two consequences of the revaluation 
of the currency: firstly, the preponderant position acquired by 
the banks over industry; secondly, the weakness of the present 
position of the National Bank in the money market. Le autovie 
nel sistema dei trasporti. M.R. Buccetta. The development of 
motor transport should be left untrammelled by the State and 
should not be subsidised, save by the maintenance of good roads 
and by a reduction of the duty on motor spirit. Bibliographia 
economica italiana. Prospettive economiche 1928: vino. GIORGIO 
Mortara. The world output of wine is increasing. In France, 
Spain and Algeria the output for the years 1923-27 was appreciably 
greater than for the years 1909-13, though it was smaller in the 
case of Italy. In Italy 6-4 per cent. of the cultivated land 
(including forests) is under vines, and the average Italian spends 
about 8 per cent. of his income on wine. The writer suggests 
that these proportions are excessive from the point of view both 
of production and consumption. 


La Riforma Sociale (Turin). 
SEPTEMBER-OCTOBER, 1927. Osservazioni sul principio “ produtti- 
vistico”’ di un sistema tributario di guerra. ATTILIO CABIATI. 
Arguments are advanced on the basis of the productivity theory 
of taxation in favour of a capital levy for the purposes of war 
finance. L’imposta sul celibato nella legislazione italiana. F. A. 
Repacr. A critical examination of recent Italian measures for the 
differential taxation of bachelors. It is contended that these 
measures have been faulty in so far as—(1) they have been based 
on other motives than the raising of taxation in accordance with 
capacity to pay; (2) certain social classes have been exempted, in 
particular soldiers and priests; (3) the rates are too high in the 
case of small incomes, the lowest of which should be entirely 
exempted; (4) exemption is not provided in the case of those 
suffering from transmissible diseases, such as would make the 
production of children socially undesirable. La misura della 
pressione dell’ imposta. ANTONIO Dent. La politica commerciale 
doganale dell’ Italia prima della guerra. GIUSEPPE FRISELLA- 
Vetta. The commercial policy of Italy before the war is analysed 
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at some length and criticised severely on the ground of its 
protectionist tendencies. 

NOvVEMBER-—DECEMBER, 1927. Cesare Beccaria e la politica agraria. 
F. Luzzatto. An account of the work and influence of an 
eighteenth-century agrarian reformer. Un tentativo di “ co- 
operazione integrale’’ ispirato da un’ etica religiosa. GIOVANNI 
Prout1. <A description of the interesting but little known social 
experiment of the Llano colony in Louisiana, which has been in 
existence since 1914 and is apparently still flourishing. The 
colony is constituted and administered as a joint-stock company, 
but with equality of income and common ownership of all means 
of production. It seeks to develop “ practical idealists ’’ whose 
lives and actions are governed throughout by the Golden Rule. 
La riforma agraria in Rumenia e i suoi primi effetti. ALESSANDRO 
Scutavi. The future of the agrarian reforms in Roumania 
depends mainly on whether the new small proprietors can by 
co-operation overcome -the economic disadvantages of small 
holdings. It also remains to be seen whether in the course of time 
there will set in a new concentration of land ownership in the 
hands of the richer peasants. 


Revista Nacional de Economia (Madrid). 


SEPTEMBER-OcTOBER, 1927. La parte econdémica de las Constituciones. 
E. M. Jara. La Cuenta general del Estado. A. G. CEDRON. 
La expropriacion forzosa por utilidad publica. C. M. RetorTIL1LO0. 
La colonizacién interior y la Accidén Social Agraria. M. FuEntss. 


International Labour Review (Geneva). 


OctToBER, 1927. Social Work and Labour Legislation. G. A. JoHN- 
ston. Fifty Years of Legislation on Occupational Diseases in 
Switzerland. W. Lavuser. Labour Legislation in the French 
Colonies. M.Brsson. The Population Problem and Industrialisa- 
tion in Japan. I. F. Ayusawa. 


NovEMBER, 1927. Money and Unemployment. H. Fuss. A plea 
for an effective regulation of banking policy with a view to 
stabilisation of general prices, supported by statistical records. 
The Medical Aspect of Vocational Guidance, I. A. STOCKER. 
The Application in Germany of the Washington Convention con- 
cerning the Employment of Women before and after Childbirth. 
H. Gotpscamipt. Mothers’ Allowances in North America. E. 
HavuttTain. The Trade Union Movement in Bulgaria. D. 
NIKOLOFF. 

DECEMBER, 1927. At what moment do the International Labour Con- 
ventions become applicable? J. MoRELLET. Sickness Insurance 
at the International Labour Conference. A. TIxtER. Provision 
for Prolonged Unemployment in Certain Industrial States. F. 
Racer. An analysis of “ extended insurance ”’ or “ extraordinary 
relief ” in Germany, Austria, Britain, Russia, Poland, Denmark. 

JANUARY, 1928. The Control of Industrial Combinations from the 

Social Standpoint. R. HorrHEerR. The attitude of the law, in 

England, Germany, America and France toward the policies of 

combines, in relation especially to labour and the common good. 

Minimum Wage Regulation in the United States. R. Bropa. 

Labour Legislation in Latin America. M. PoBLete-TRONCOSO. 











Vee OP mer Tt BS 


a a ee ae ae e 








1928] RECENT PERIODICALS AND NEW BOOKS 171 
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